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Editorial Comment 


Throughout the profusion of plans for con- 
A Plea for version, rehabilitation and social services, 
Private one looks in vain for some constructive note 
Enter prise on private enterprise. This reluctance on 

the part of governments to voice a single 
commitment of the kind is a grave obstacle, because under 
the weight of controls built up for the purpose of the war, 
it is not possible to do any effective planning. Yet, until 
a broad field of private enterprise is assured, to what will 
we convert, and where will rehabilitation lead? 

Let us therefore give a thought to what private enter- 
prise needs as the very minimum for its survival. Here 
are suggested essentials: Assurance that a large field of 
endeavour will be open to entrepreneurs and employees, 
free from unfair state competition or regulation; assurance 
that taxation will be moderate enough to allow a reason- 
able proportion of profits to be retained by a business for 
internal expansion, and to allow individuals a margin for 
saving money which they will be free to invest in an open 
capital market; and third, that plans of individuals to 
provide for their own old age will not be swallowed up by 
public schemes nor undermined by depreciation of their 
money or undue depression of interest rates. We might re- 
state these points more bluntly as the three freedoms of 
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enterprise, of labor, and of capital. This of course does not 
mean the absolute freedom of laissez-faire. But it does 
mean enough to inspire the ambitious and to satisfy the 
average. Such a degree of incentive is lacking today, be- 
cause of wartime controls of business, of employment, and 
of finance. Industry can not revive until these controls are 
radically modified. 

Inevitably, postwar planning is at a stalemate, the gov- 
ernments pledging themselves to take up the slack, and 
industry having little but slack to offer. It is no secret that 
in Canada, in the United States and in Great Britain, all 
the employment that existing industries can estimate, under 
present conditions of taxation and trade, is hopelessly in- 
adequate to meet the postwar problem. Enterprise will 
have to open out new fields as well as expand those now 
existing. The vast governmental plans for training and 
lending provide the means, but what is the point if there is 
no assurance that a good part of earnings can be retained. 
and that what is saved can be profitably invested so as to 
provide security for the future? 


Another Dominion-provincial conference is 
Dominion supposed to take place, whenever the smoke 

and fire of election is over, and it will raise 
Provinces issues in which accountants have a special in- 

terest. The last major conference of this kind 
was held just after the Dominion government brought out 
the elaborate Sirois report. Because of the opposition of 
some of the provinces, the recommendations of the Sirois 
commission were not adopted. Later, however, the Do- 
minion did succeed in getting the provinces to surrender 
the income tax as a temporary wartime concession. 


Whether we look at the current situation, or take a long 
term view of the confederation pact, there is no prospect 
whatever of a completely centralized government in Cana- 
da; nor indeed would such appear desirable, in view of the 
complexity of our country. What is needed, therefore, is 
a workable distribution of powers so that the respective 
governments will retain their standing and at the same time 
will not overlap their taxation and control to the detriment 
of their citizens. In making a bid for permanent surrender 
by the provinces of both income taxes and succession duties, 
the Sirois report apparently overshot the goal, and through 
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the temporary wartime agreement in respect to the former 
the provinces are now experiencing the limitations of fixed 
money subsidies which decline in purchasing power. They 
find themselves quite unable to compete with the Dominion 
in the elaboration of social measures. The result is that 
the provinces are fully awake to the need for flexible rev- 
enue sources if they are to continue to fulfil the important 
functions assigned to them by the British North America 
Act. To implement this, they know that they can not afford 
to surrender either the income tax or the succession duties, 
for any fixed amount of money. 


The dilemma therefore is, how to keep both the prov- 
inces and the Dominion in operation as going concerns, 
without exposing the business concerns and the citizens of 
the country to the horrors of multiple taxation as experi- 
enced for a time in respect to income and as still experi- 
enced in respect to succession duties. Surely the best 
answer is a unified tax collection system which will work 
as an agency for both governments and be under their joint 
control. Such a body should be a guarantee against dupli- 
cation in levies, but, by leaving to each government the 
fixing of a rate for its own purposes, it would permit of 
flexibility in public finances. Unless some such scheme is 
developed, we face an absolute impasse in this matter of 
taxation, and leave both industry and individuals at the 
mercy of competitive taxation. 


There is some uncertainty as to whether the 
Succession succession duty convention between the 
Duty United States and Canada, several refer- 
Conventions ences to which have been made in this mag- 

azine, is actually in effect. Our understand- 
ing, up to the time of going to press, is that all that re- 
mains are some formal details and the necessary pro- 
clamation in the Canada Gazette; however, since it dates 
retroactively to June 1941, the administrative departments 
are now treating is as in effect. 


Regarding the Ontario-Quebec agreement, reported in 
our February issue, nothing further has appeared up to the 
time this issue goes to press. However, as the announce- 
ment said, it takes effect through provincial orders in coun- 
cil, from February 1, 1945. 
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“Night Fall: Luxor’, printed in this issue, is 
Tribute to an from the pen of Lieutenant-Colonel Robert 
Esteemed R. Thompson, who is known throughout the 
Educationist length and breadth of this country for his 

educational work in accounting. He first 
became a chartered accountant through membership in the 
Institute of England and Wales in 1910. In 1914 he joined 
the Argyle and Sutherland Highlanders and had a distin- 
guished war record, seeing service in Gallipoli, Palestine and 
France, and was decorated with the Military Cross. After 
the war he was appointed Official Historian of his Division, 
and his work on the history of the 52nd (Lowland) Division 
has been widely read. 

In 1925 he came to Canada to assume the post of pro- 
fessor of accounting at McGill University, and since that 
time has become widely known throughout Canada. He 
served for many years as an examiner for the Society of 
Chartered Accountants of the Province of Quebec, and in 
addition to his work among Chartered Accountants and 
students Professor Thompson also took an active interest 
in the early development of the Canadian Society of Cost 
Accountants, serving on its board of directors and as its 
president. 

He has always remained interested in military matters 
and prior to the outbreak of the present war he spent a 
while in England taking courses at the Staff College, Cam- 
berley. On the outbreak of war he generously devoted a 
large portion of his time to the training of officers for the 
Canadian army, and the lectures he gave in Montreal were 
largely attended by both senior and junior officers. For 
many months he also wrote “The War in Review” which 
appeared in the monthly publication of the Canadian 
Legion. 

Hundreds of our members and of others who have been 
privileged to sit in his classes as students will regret to 
learn that through serious illness Professor Thompson has 
been obliged to resign from his post at McGill University, 
and will join with us in tendering our most sincere 
sympathies. 
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Preparation for War Contract Termination 
By E. F. O’Brien, C.A. 
Montreal, P.Q. 


From an address before a meeting of The Chartered Accountants 
Students’ Society of the Province of Quebec, Montreal. 


.. theme of my talk tonight is the importance to con- 
tractors of being ready to wind up war business as 
quickly and as cleanly as possible when the moment of 
victory brings on mass war-contract cancellation. 

‘The day-to-day cancellations are indeed important mat- 
ters to the firms concerned but there are, normally, during 
the war, offsetting factors that soften the blow and reduce 
any urgency there might otherwise be for final settlements. 
New war contracts replace the cancelled contracts, and pro- 
gress payments and other forms of government aid are 
available to assist the manufacturer during the early stages 
of his new contract. If he happens to be left without a 
replacing war contract, he does not require much money 
to buy the small non-war inventory he may be lucky enough 
to get, and, in place of having to fight for a civilian market, 
he will likely have customers fighting for his product. 

But when the European war has been won, the time fac- 
tor in resuming peacetime production will be of compelling 
urgency. The rebuilding of devastated countries, the sup- 
plying of the needs of their populations, the making good 
the accumulated deficit of our own consumer goods, the 
necessity of keeping our labour occupied, all point to the 
vital importance of making the change from war to peace 
with as little loss of time as possible. 

The contractor can, in at least two ways, help materially 
to shorten for himself the interval between termination of 
war contracts and resumption of peacetime production. He 
can become familiar with government requirements for 
settlement of terminated contracts and he can make sure 
that he will be able to meet those requirements when the 
time comes. 

The government has been working for over a year to set 
up procedures for the handling of terminations. The visible 
fruits of that period are the Manual of Procedure on Ter- 
mination of Contracts, the forms required to be filed and a 
number of orders in council designed to remove obstacles 
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trom the somewhat rough road of termination settlements. 
But more important still has been the building-up, during 
that period, of a group of men, in Ottawa, who will be 
responsible to the Minister of Munitions and Supply for 
the settling of terminated contracts. They are keen, hard- 
working and public spirited. They will treat the contractor 
fairly but they are not likely to miss catching up with the 
contractor who tries to treat the government unfairly. If 
contractors want help in solving their termination problems, 
I am sure the contract settlement board will give them all 
possible assistance. 

The government’s evident intention to do all it can to 
expedite the settlement of termination claims will come to 
nothing unless the contractor learns his part and acts it 
well. A number of the larger contractors have set up 
groups in their plants to study termination procedure and 
to work out routines to be put into practice immediately a 
contract is cancelled. Although developed with an eye to the 
day of mass cancellations, such firms are benefiting cur- 
rently through the increased ease and accuracy with which 
present terminations are being handled. 


A Termination Committee 


Every contractor who has any important volume of war 
contract work should take steps now to set up a termination 
committee. At its commencement, it may consist of only 
a few employees, relative to the size of the company and 
of the war contracts. The head of this department should 
be a senior executive. He should have under him respon- 
sible representatives from production, material control, en- 
gineering, accounting, selling, purchasing and personne! de- 
partments. 

It should be the duty of this group to study all available 
data on termination procedure and then to study their com- 
pany, department by department, with a view to setting up 
routines and practices to take care of the requirements of 
terminations. 

The production and material control will have a large 
part to play in providing data for termination claims. The 
quick and accurate inventorying of raw materials, work in 
process and finished goods will be their responsibility as will 
also be the checking of stocks in subcontractors’ hands, of 
accounting physically for jigs and dies, and for government- 
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furnished equipment. They will also share, with purchas- 
ing, the blame for unwarranted surpluses of raw materials, 
work in process, etc. To them will be given the job of 
segregating or storing, until removed, the inventories for 
which claim will be made. On them will likely rest the 
decision as to what part of the inventory will be retained 
for peacetime production. 

Engineering will join them in decisions as to what jigs, 
dies and special tools should be retained for the company’s 
postwar work, and so excluded from the claim. Whether or 
not the company will buy, rent or vacate government-owned 
wartime plants will be largely the result of their decision. 
Management will rely on them in the matter of buying some 
or all of the machinery installed by the government via 
capital assistance. Plans for rearrangement of the plant 
and the setting-up of new production lines will come from 
them. 

From the accounting department will have to come the 
cost figures for work in process, inventory valuations, the 
unamortized cost of jigs and special tools, the figures relat- 
ing to special starting costs or initial expenses that were 
charged into overhead at the beginning of the contract and 
which must now be reallocated over a smaller production 
and partly claimed for as a termination expense. The over- 
head and question of disallowed costs come under this de- 
partment. 

The selling department or sales and service department 
will have an important part to play in the disposal of sur- 
pluses, both normal and abnormal. Material control and 
sales and service departments, acting together on over- 
purchases, can often change a severe company headache 
into just a very small pain in the neck. When terminations 
occur, prompt action by sales and service may result in the 
disposal, by sale, of a large part of the inventory, thus 
solving some of the overhanging storage problem and, in- 
cidentally, making a smaller inventory for the contract 
settlement board to check and for War Assets Corporation 
to sell. 

Purchasing department will have to be prepared, at 
short notice, to notify all suppliers and subcontractors that 
purchase orders relating to a terminated contract are can- 
celled. If not already taken care of, the purchasing de- 
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partment should see that all purchase orders still to be sent 
out contain a proper cancellation clause. The purchasing 
department may also be made responsible for returning, 
wherever possible, unused material to suppliers and for 
making fair and amicable settlements with them. 


Personnel department wili ve responsible for furnishing 
management with all necessary data on labour so as to per- 
mit of orderly lay-offs, in keeping with the estimated ces- 
sation of work and in harmony with any employer-employee 
agreement. It will be responsible for having a complete 
knowledge of National Selective Service regulations and for 
seeing to it that they have been provided for and are strictly 
observed. It could be made part of its duties to co-operate 
with all other departments on the question of the retention 
or subsequent re-hiring of such employees as will be most 
suitable for future operations. 


“Blue Prints” on Procedure 


From the foregoing outline, it is easily apparent how 
important such a termination committee could be. From 
it should flow a series of what might be called “blue prints” 
on contract termination procedure. Among these “blue 
prints” would be precise instructions on taking inventories 
of raw materials, purchased parts, maufactured parts, work 
in process and finished goods, together with all necessary 
forms for recording inventories. There would be a draft 
telegram for advising suppliers and subcontractors, to- 
gether with list of names and addresses—such list to be 
kept up to date. There would be draft follow-up letters to 
give full instructions to all classes of suppliers and sub- 
contractors. There would be instructions for employees 
who will be sent to check subcontractors’ inventories and 
costs. There would be instructions and routines prepared 
to cover all the duties that will have to be performed, and, 
more than that, key personnel will have been trained and 
made proficient in the use of such instructions and routines. 

The termination committee could have already per- 
formed a still more important service to the company by 
a critical and objective review of all the important depart- 
ments to ascertain what internal weaknesses there might be 
as regards furnishing data accurately and quickly upon 
termination. It might find it necessary to reorganize the 
raw material pricing section. It might find that unallowable 
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costs were being charged to overhead, that the cost de- 
partment needed more help to get costs out within a reason- 
able time, that the personnel records were not being kept 
up and essential information was not being entered, that 
records of outstanding purchase commitments were not 
being kept up to date, etc., etc. 

Prior to an actual termination, the cost of such a com- 
mittee, the cost of forms, etc., would be an allowable charge 
to overhead. It would not be necessary even to accumulate 
such costs as a special item unless it was the desire of the 
company. But when a termination is received, special care 
must be taken to segregate all administration costs applic- 
able to the cancelled contract. Overhead ceases on a con- 
tract as soon as it has been terminated and all expenses, to 
be allowed on a claim for final payment, must be direct 
charges capable of being audited and must not be based on 
estimates or percentages. 

No instructions have been made public regarding the al- 
location of the cost of a termination committee when its 
work is spread over two or more terminated contracts. The 
contract settlement board will, no doubt, recognize any 
equitable allocation decided upon by the contractor and ad- 
hered to, subject to such costs being direct charges and cap- 
able of audit. 

In closing, I would like to lay special stress on the im- 
portance of being prepared for the taking of inventories, 
and of taking them quickly and accurately, and of present- 
ing them in the form prescribed in the manual. The meth- 
od of taking inventories on inventory sheets, in the case 
of large inventories, may have to be superseded by methods 
permitting accurate and easy regrouping of inventories. 
Numbered inventory cards with a detachable portion would 
permit of easy resorting, and firms equipped with tabulat- 
ing machines can obtain regrouping, even though using in- 
ventory sheets, by the use of punched cards for each item. 
There may be other methods that will produce the desired 
grouping. 

So far this talk has been concerned mostly about the 
contractor. We must not lose sight of the fact that a rapid 
return to normal operations will be necessary to shorten the 
period of decreased payrolls that will come when wartime 
manufacturing ceases. The contractor has a moral respon- 
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sibility to his employees, his suppliers and to Canada as a 
whole to see that terminated contracts are settled speedily 
and that peacetime production gets under way without 
delay. 


Financial Aspects of Canada’s Post-War 
Export Trade 
By C. D. Blyth 


Chief, International Payments Branch, Dominion Bureau 
of Statistics 
(Reprinted from The Commercial Intelligence Journal) 


bee the war Canada’s exports will continue to be 

closely affected by exchange and other financial con- 
ditions. When the volume of Canadian war production 
is reduced, both the size and composition of Canadian ex- 
ports will undergo marked changes. War production has 
constituted a major part of exports during the war. The 
financial arrangements which have made this huge war- 
time movement of commodities possible have also distinct 
wartime aspects, and the Canadian balance of payments 
may be expected to present generally a different appear- 
ance after the war. 

Now that the end of the European war is coming in 
sight, some glimpses are possible of the kind of conditions 
likely to be experienced, and some of the characteristics 
of Canada’s balance of payments in the early post-war 
years are becoming sufficiently discernible to warrant dis- 
cussion. While much of the detailed pattern of the Cana- 
dian balance of payments will be finally influenced by 
Canadian decisions and Canadian enterprise, there will be 
other factors imposed by the general background in the 
world at large and by other nations trading with us. 

As the general international background is a primary 
determining influence, it merits discussion first. The basic 
significance of the general background is essentially simple, 
just as is the outline of our balance of payments. It is only 
when details of the structure and relationships are exam- 
ined that these questions become more involved. 


Long-term International Objectives 
The nature of the general conditions of trade which 
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we may experience during a transitional period following 
the war may be indicated by a brief outline of the goal to 
which the United Nations are directing their plans to re- 
establish eventually an international economy. The pro- 
posals agreed upon by experts at Bretton Woods for an 
international monetary fund and a bank for reconstruction 
and development have as an objective the restoration of 
international trade on a multilateral basis, as contrasted 
with the narrowing constrictive aspects of a world in which 
trade is determined by bilateral arrangements. Under 
conditions of multilateralism nations are free to spend their 
external income in the countries of their choice, as cur- 
rencies may be exchanged readily. To assist in the restor- 
ation of such conditions the international monetary plan, 
for example, would set up a fund of international credit 
upon which member nations could draw to meet temporary 
disequilibrium in their accounts. 

Similarly, it has been announced on various occasions 
as an objective of the United Nations that there should be 
a general reduction in trade barriers. This, too, would 
provide a further step necessary for the restoration of 
a freely functioning international economy. 

Canada has a special interest in the re-establishment 
of a system of multilateral trade of the kind which the 
monetary plan has set up as an objective, because of the 
structure of the Canadian balance of payments. Canada 
has customarily a balance of credits from current account 
transactions with Empire countries and normally a current 
deficit from transactions with the United States. Before 
the war, when sterling was convertible, Canada was able 
to sell sterling income in order to meet current and capital 
obligations in the United States. A multilateral system 
in which triangular trade settlements of this kind are made 
possible by the free convertibility of different currencies 
is an ideal background for a country in Canada’s situation. 
But it must be recognized that a system of this kind is an 
objective which will take time to reach. 


Problems of Transitional Years 


An organization intended to provide credit facilities for 
short-term disequilibrium is not designed to provide credit 
facilities of the kind which will be required after the war 
by some of the belligerent nations, whose economies have 
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been seriously distorted and impaired by the war. For this 
reason the monetary plan would permit member nations 
during the post-war transitional period to “maintain and 
adapt to changing circumstances restrictions on payments 
and transfers for current international transactions”. 


Conditions during this transitional period will not per- 
mit, therefore, the immediate introduction of a freely 
functioning world system. There will be too many special 
transitional problems which will prevent the immediate 
working of any ideal scheme. The nations whose econom- 
ies have been impaired during the war will have to undergo 
drastic readjustments, and special credit arrangements 
will also be necessary to provide for the abnormal needs 
which may be anticipated during this period. 


Many of the countries of Europe and Asia have suffered 
serious damage from enemy occupation. Apart from the 
physical destruction experienced, there has also been wide- 
spread interference with the basic economic relationships 
of these countries. 

Nor is the dislocation limited to the economies of coun- 
tries which have been occupied by the enemy. Other 
countries have undergone basic changes in their interna- 
tional financial position as a result of the war. The United 
Kingdom, for example, has liquidated a large volume of 
its external assets in order to finance its war expenditures 
abroad. In addition to this loss of foreign assets and in- 
come, there has been an exceedingly large British short- 
term debt acquired through the accumulation during the 
war of sterling balances by other nations. 


The transitional years hold no promise of easy readjust- 
ments. New problems, almost as challenging as those 
which have been successfully overcome during the war, will 
be confronted. These will have to be considered in relation 
to financial perspectives which have been broadened by the 
war, as well as in relation to pre-war experience. The size 
of different elements in our international accounts before 
the war does, however, provide some basis for judgment, 
as does our wartime experience which has opened up new 
vistas. As during the war, the costs incurred during the 
transitional period will have to be considered in relation 
to long-term objectives. 
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Balance of Payments with Empire Countries 


Because of the problems of the transitional period, it 
is probable that sterling will not be freely convertible for 
a period after the war. If this proves to be the case, 
there must continue to be some special financial provisions 
for meeting the difficulties which this situation creates in 
Canada’s international accounts. This inconvertibility of 
sterling, which first occurred at the beginning of the war, 
has required that close attention be given to the balance of 
all payments between Canada and the sterling area, since 
a means of settling the balance must be provided for. 

For a period of years before the war Canada consistent- 
ly had credit balances on current account with both the 
United Kingdom and other Empire countries. In the three 
pre-war years the current account balance with Empire 
countries averaged about $169 million a year. It was pos- 
sible to convert this sterling income freely into United 
States dollars or other currencies which were required by 
Canada in meeting its various current liabilities abroad. 

The principal factor contributing to these large cur- 
rent account balances with Empire countries was, of 
course, our export trade with the United Kingdom and 
other parts of the Empire. This trade has been tradition- 
ally very important, providing as it does an outlet for 
many of the surplus commodities which Canada is well 
adapted to produce, particularly in the field of agricultural 
and other primary commodities. In the three pre-war 
years exports to Empire countries averaged about $457 
million. 

The war has resulted in the flow of Canadian commodi- 
ties to British destinations increasing to an unprecedented 
volume. A large part of the war production of the Domin- 
ion has been for British account. The great expansion 
in agricultural production also has been mainly to provide 
the United Kingdom with food, some of which was form- 
erly obtained from other countries. The financial prob- 
lems which have accompanied this contribution by Canada 
to the war were successfully met by a series of specially- 
designed financial measures which have been part of the 
wartime financial background of the Dominion. It is only 
necessary to review these briefly. 

Outstanding among these measures have been Canada’s 
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billion-dollar contribution and the Mutual Aid program of 
the latter years of the war. The appropriations for these 
two forms of aid to all countries total $2,800 million. Dur- 
ing the earlier years the repatriation of Canadian securi- 
ties from the United Kingdom totalling about $700 million, 
and the accumulation of sterling balances later converted 
into the $700-million-dollar loan to the United Kingdom, 
were among the prominent methods employed in balancing 
Canada’s accounts with the United Kingdom. An import- 
ant contributing factor has also been the high level of over- 
seas war expenditures of the Dominion Government in con- 
nection with the Canadian forces operating abroad. Other 
wartime factors have also contributed to the successful fin- 
ancing of the record level of exports during the war. 

Some indication of the size of the balance-of-payments 
problems -during the war is given by the balance on cur- 
rent account between Canada and Empire countries. In 
1942 this amounted to $1,269 million and in 1943 to $1,216 
million. It should be noted that these balances on current 
account are the net balances after the Canadian war ex- 
penditures overseas are taken into account and that these 
were particularly heavy in 1948. This record size of Can- 
ada’s balance of payments with the sterling area during 
the war, of course, is a distinctly wartime phenomenon, 
reflecting as it does the financing of an all-out contribution 
of munitions and other commodities for the common cause. 

When abnormal wartime demands subside, it is logical 
to expect that exports of Canadian commodities to the 
United Kingdom will decline sharply from the wartime 
peak, which includes such a large amount of munitions. 
There is the probability, however, that there will continue 
to be heavy British demands for some Canadian commodi- 
ties, and the prospects are that British requirements for 
Canadian commodities during the transitional period will 
remain at a higher level than before the war. But a high 
level of exports will be the main contributing factor to a 
large credit balance on current account with the United 
Kingdom, for exports are the predominant item in the ac- 
counts. 

While Canada will continue to make payments of inter- 
est and dividends on the remaining British investments in 
Canada, the total of these payments will be much lower 
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than before the war because of the repatriation of securi- 
ties formerly held in the United Kingdom. There have 
also customarily been Canadian payments for British ser- 
vices of various kinds. Wartime changes obscure the trend 
of some of these payments; but it is not likely in any case 
that they will be a particularly substantial factor in off- 
setting the high level of exports, because of their limited 
volume. 

The probable size of Canadian imports from the United 
Kingdom is more difficult to predict. Owing to the develop- 
ment of industries in Canada during the war, Canadian 
needs for imported goods of many types will be less than 
before the war. At least partly offsetting this factor, which 
would tend to reduce Canadian imports, is the general pro- 
bability that the national income after the war will be at a 
considerably higher level than before the war. If this is 
the case, there should be larger Canadian demands for 
some British goods, particularly those in the quality class, 
which will be bought by a larger number of consumers 
than formerly. Canadian demands for British industrial 
equipment may also be heavy. 

The size of payments by Canada for British goods and 
services will be very significant, for, if payments for goods 
or services are expanded, there will be a smaller current 
account balance to be settled by other means. In other 
words, under conditions of inconvertibility of exchange 
where bilateral balances must be settled, the amount which 
remains to be financed by some special means will be re- 
duced if Canada purchases more British goods, obtains 
more British transportation services or more British 
commercial and financial services, or if Canadians travel 
more in British countries. The larger the purchase of 
British goods or services, the larger will be the volume of 
Canadian exchange which will be available to provide a 
means of settlement for Canadian exports, and the smaller 
will be the remaining balance which must be settled or 
financed by capital or other means. 

While it would be hazardous to predict what the size 
of the current account balance with Empire countries is 
likely to be after the war, it would be difficult to visualize 
balances which were not at least larger than the annual 
average of $169 million in the three years before the war, 
if for no other reason than the British loss of some sources 
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of Canadian income. If the levels of Canadian exports 
anticipated by many were reached, the net balances on 
current account would be much greater than before the 
war. Even then, the current account balance would be 
very much lower than during the latter years of the war 
and would reflect a sharp contraction in exports from their 
wartime levels. 
Balance of Payments with Non-Empire Countries 

So far attention has been given to the prospects for our 
balance of payments with the sterling area. Our commer- 
cial and financial relations with the rest of the world, how- 
ever, will have distinct characteristics and a separate sig- 
nificance as well. For, if sterling should be inconvertible 
for an extended period, Canada’s balance of payments 
with the rest of the world will have to continue to be re- 
garded as a separate compartment of the total balance of 
payments. 

There will be a large group of countries with which 
transactions will be on a normal cash basis. Trade with 
the United States, and with Central and South America 
and some of the countries of Western Europe, will certainly 
be of this kind; and it is likely that demands during the 
transitional years from European countries particularly 
will be at high levels. 

Of course, exports to some European and Asiatic coun- 
tries whose economies have been dislocated by the war can 
only be contemplated if some credit facilities are provided 
during the transitional years. 

In the case of the balance of payments with the United 
States, it is very likely that there will be at least moderate 
deficits on current account, just as there were consistently 
before the war. Under the less favourable sets of circum- 
stances which could occur, these deficits might be quite 
substantial, particularly if there were wide variations in 
the levels of economic activity on this continent. 

Early in the war the deficits on current account were 
swollen to an abnormal size by the heavy Canadian de- 
mands for capital equipment—raw materials and com- 
ponents which were procurable only in the United States 
and which were essential for the development of Canada’s 
war production program. In the three years before the 
war Canada’s deficit on current account with the United 
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States alone ranged from $77 million in 1937 to $149 
million in 1938. The current deficit expanded to a record 
level of $318 million in 1941 but declined sharply after 
that, mainly as a result of the sale of munitions and other 
war products to the United States, which resulted from 
the Hyde Park agreements. Other factors alleviating the 
shortage of United States dollars on current account in 
1943 and 1944 have been the extraordinarily heavy sales of 
wheat and other grain to the United States, due to tempor- 
ary shortages in that country, and the high level of expen- 
ditures by the United States Government on the Alaska 
Highway, Canol and other activities in Northern Canada. 
These special wartime sources of United States dollars 
may be expected to have terminated by the end of the war. 

It would only be under exceptional conditions that there 
would not be a current account deficit with the United 
States in the immediate post-war years, since Canadian 
imports from the United States are likely to be substantial 
in relation to Canadian exports to the United States once 
the production of durable goods for civilian purposes on 
this continent has been resumed. The range of United 
States commodities normally purchased by Canada is very 
wide. There seem, however, to be more limitations to the 
range of Canadian commodities for which permanent mar- 
kets in the United States are likely to exist than in the 
ease of Canadian imports from the United States. Never- 
theless, the prospects are good for exports of many Cana- 
dian commodities to the United States, such as newsprint, 
lumber and other wood products, if the national income of 
the United States should continue at higher levels than 
before the war. There would be an additional adverse 
factor if gold production does not regain its pre-war level 
for some time. 

Net payments of interest and dividends to the United 
States after the war may also be higher than before the 
war, as there has been an increase in United States hold- 
ings of Canadian securities, arising chiefly from the heavy 
demand for Canadian bonds in the United States. At the 
same time Canadian holdings of United States securities 
have decreased. 

This prospect of a current account deficit with the 
United States points to the need for other sources of con- 
vertible exchange as well, since the deficits would otherwise 
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either have to be met from Canada’s liquid reserves or by 
other imports of capital. Canada’s export trade to areas 
like Central and South America and to certain European 
countries should contribute a considerable amount of the 
needed exchange, for the likelihood is that Canadian com- 
modities will be required to a greater extent than before 
the war in a number of these nations with convertible ex- 
change which have been traditional markets for Canadian 
goods. Trade of this kind should be an important con- 
tributing factor in alleviating the prospective current ac- 
count deficits with the United States. The extent to which 
convertible exchange originates from trade with these coun- 
tries will depend partly upon the degree of success reached 
in the efforts for exchange and monetary stabilization. 


Summary 

This brief summary of the outlook for certain aspects 
of Canada’s balance of payments points to the close rela- 
tionship which there will be between the balance of pay- 
ments and trade with different countries and areas, if some 
of the currency problems which have been experienced 
during the war continue to exist for a period after it ends. 
Exchange and financial] factors will continue to be associ- 
ated with our export trade. 

During the transitional years special credit facilities 
will have to be provided in order to finance exports to some 
countries which have been devastated by the war or which 
have suffered serious economic dislocation. The amount 
of such credit facilities required will be related closely to 
the volume of exports to these countries. As it will also 
be affected by the amount of Canadian expenditures in the 
same countries for merchandise and services or for in- 
vestment, the extent of Canadian payments to these coun- 
tries will be very important. 

In short, the larger Canadian purchases of merchandise 
and other expenditures are in countries like the sterling 
area, the smaller will be the shortage of Canadian dollars 
in these countries, and consequently the less will be the 
amount of other means of financing which will have to be 
arranged. 

The new export credits insurance legislation has been 
designed to provide some of the credit facilities which, it 
appears, will be required to meet the special needs of the 
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transitional years. While the total amount of credit that 
will eventually be required during the period of transition 
to meet all the potential needs may appear relatively large, 
its proportions should be judged in relation to longer-term 
trade objectives. 

Because of the nature of our balance of payments, it 
may also be necessary to encourage exports to other coun- 
tries which can provide exchange for meeting Canada’s 
own current needs for convertible exchange, arising prin- 
cipally from imports of merchandise from the United 
States but also from payments of interest and dividends, 
and payments for transportation and other services and 
capital obligations in that country. 


Full Employment in a Free Society 


By John F. Close, B.Com., B.Sc., C.A. 
Montreal, P.Q. 


Gk WILLIAM BEVERIDGE, famous for his report on 
social insurance prepared at the request of the British 
government, is now a member of parliament. Recently he 
has published a report on full employment.“) This report 
was not prepared at the request of the British government 
but its reception in the British press indicates that its in- 
fluence will be considerable. The report itself is fairly long 
and of prime interest only to professional economists or stu- 
dents of public administration. With this in mind Sir Wil- 
liam himself prepared a summary “) in the form of a short 
pamphlet condensing the argument in his long report and 
reproducing the conclusions almost in full. At this time 
Canada is just as troubled by the problem of post-war full 
employment as the United Kingdom and it is interesting to 
notice that Henry Wallace recently described Sir William’s 
book as “transcending in importance his masterpiece on 
social security two years ago”. Obviously, then, Sir Wil- 
liam’s thinking is important to Canadians. 

He starts off with a conventional statement of the evils 
of unemployment. In the United Kingdom 14 out of every 
100 people were usually unemployed—a loss of productive 
capacity of £500 million. What is even worse is that 2 out 

(1) “Full Employment in a Free Society’ (Allen & Tinwin) 


(2) “Full Employment in a Free Society—A Summary” (48 pp.) ‘Reynolds 
News & New Statesman and Nation.” 
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of every 3 workmen at some time or other drew unemploy- 
ment insurance between the two world wars. “Fear of un- 
employment was much more general than actual unemploy- 
ment. Fear of unemployment fostered organized or volun- 
tary restrictions on output, and resistance to technical ad- 
vance, made every man seem the enemy of his fellows in a 
scramble for jobs and led to many ugly growths, of hatred 
of foreigners, hatred of Jews, enmity between sexes.” 
Two Kinds of Spending 

Employment depends on spending, but spending is of 
two main kinds: For consumption and for investment, but 
investment must be actually spent on the means of produc- 
tion, including dwelling houses. Normally investment 
spending has been highly unstable in quantity from year 
to year, and has long been recognized as one of the major 
weaknesses of the economy of the past. In fact Sir William 
comments that the facts of unemployment between the wars 
and the new theories of employment converge to show that 
an unplanned market economy is less automatically self- 
adjusting at a high level of employment than had been sup- 
posed. 

Everyone is agreed that mass unemployment must not 
be allowed to recur, but not everyone is agreed on how to 
reduce it. “The time has come, not just for making un- 
employment rather less, but for making a fundamental 
change to permanent full employment, defined as a state 
of affairs in which there are always more vacant jobs than 
unemployed men, not slightly fewer jobs. The proposition 
that there should always be more vacant jobs than unem- 
ployed men means that the labour market should always be 
a seller’s market rather than a buyer’s market.” It seems 
to me that this is the real basis of Sir William’s argument. 
If a capitalist fails to find a labourer he suffers inconven- 
ience or loss of profit, but a person who can’t find work is 
told he is not wanted. It is a personal catastrophe, the 
moral effect of which on the individual can only be mitigated 
by adequate social insurance. But this is only one reason 
for assuring work for all—the other is that under the stimu- 
lus of a labor shortage there is incentive to use all produc- 
tive resources as efficiently as possible, and there is no re- 
sistance by people or unions who fear to lose their jobs. 
Full employment means more vacant jobs than unemployed 
persons. 
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In achieving full employment the basic liberties of the 
individual must be retained. Freedom of worship, speech, 
writing, study and teaching; freedom of assembly and of 
association for political and other purposes; freedom of 
choice of occupation; freedom of management of personal 
income. This makes the problem of full employment more 
complex in many ways, but these are essential liberties 
more precious than full employment itself. However all 
liberties carry their responsibilities. The chapter on the 
“Remedy by War” merely points out that full employment 
can be achieved—a practical demonstration that the number 
of jobs is not fixed but can be expanded whenever the gov- 
ernment has sufficient desire to do so. Human needs in 
peacetime have no definite upper limit; purchasing power 
only is lacking. 

Maintain Tota] Outlay 

The main measure to secure full employment is to main- 
tain adequate total outlay at all times. The first condition 
of full employment is that total spending should always be 
high enough to set up a demand for the products of in- 
dustry (and agriculture) which cannot be satisfied without 
using the total manpower of the country. “Who is to secure 
that the first condition, of adequate total outlay at all times, 
is satisfied? The answer is that this must be made a re- 
sponsibility of the state. No one else has the requisite 
powers; the condition will not get satisfied automatically. 
It must be a function of the state in future to ensure ad- 
equate total outlay and by consequence to protect its citizens 
against mass unemployment as definitely as it is now the 
function of the state to defend the citizens against attack 
from abroad and against robbery and violence at home. Ac- 
ceptance of this new responsibility of the state, to be carried 
out by whatever government may be in power, marks the 
line which we must cross, in order to pass from the old 
Britain of mass unemployment and jealousy and fear to the 
new Britain of opportunity and service for all. 

“Acceptance of this responsibility by the state does not 
mean that all outlay is made by the state or controlled by 
it. In a free society the greater part of the total outlay 
on which employment depends will be the spending of their 
personal incomes by private citizens. In a society which 
preserves a large measure of private enterprise in industry, 
a substantial part of the total outlay will take the form of 
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private investment. Acceptance by the state of responsi- 
bility for adequacy of total outlay does not settle what steps 
shall be taken to fulfil that responsibility. For full employ- 
ment the total outlay must be equal to the output capacity 
of the nation, but the total can be built up in many different 
ways out of the different kinds of outlay. The state may 
seek to increase total outlay by encouraging private con- 
sumption or private investment, by undertaking additional 
public spending out of revenue or from loans, by developing 
exports, or by a combination of any or all of these methods. 
There are several alternative routes to full employment. 
The best route depends on the circumstances of the time 
and country in question. It depends on what most needs 
doing.” 
Public Finances 

Sir William certainly envisages more control over the 
economy than Canadians do. He does not simply want to 
ensure demand. He wants a planned economy with a long- 
term program. He says they should first eliminate want, 
disease, ignorance and squalor, second rejuvenate and ex- 
pand their industrial equipment, and third balance their 
payments abroad. He is most interesting on the financing 
of such a plan. It would need (1) a national budget de- 
signed to influence and guide the economic activities of the 
whole nation. (2) (This is most important) The budget 
is made with reference to manpower not to money. Man- 
power is the only datum which cannot be altered by state 
action. The other factors should therefore be altered to 
conform to available manpower. “This cardinal decision 
involves a break with the two main principles which have 
governed the treasury budgets of the past; first, that state 
expenditure should be kept down to the minimum necessary 
to meet inescapable needs; second, that state income and 
expenditure should balance each year. Each of these prin- 
ciples was a by-product of the assumption of full employ- 
ment made by the classical theory of economics. So long 
as it is believed that there are economic forces which auto- 
matically ensure adequate effective demand for all the pro- 
ductive resources available, the state cannot prudently set 
out to use any of these resources for its own purposes with- 
out depriving private citizens of their use. But once the 
possibility of deficient private demand is admitted, the state, 
if it aims at full employment, must be prepared at need to 
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spend more than it takes away from the citizens by taxa- 
tion, in order to use the labour and other productive resour- 
ces which would otherwise be wasted in unemployment.” 

In the section on the “New Rules of National Finance” 
Sir William lists as the first principle that total outlay, pub- 
lic and private, must be sufficient to set up a demand for 
all the labor in the country. The citizens should raise the 
necessary money by taxation rather than borrowing, but 
it would be better to borrow than to have unemployment. 
The main reason against borrowing is the objection to in- 
creasing the numbers and wealth of the rentiers. The sec- 
ond principle is maintenance of the cheap money policy. 
The question of how to raise the money is far less import- 
ant than the question of the amount which should be spent. 
The details of finance are complicated. The principles are 
easy: (1) Total expenditures must always be enough for 
full employment. (2) The outlay should be directed by so- 
cial priorities (this is a concept which would be hard to get 
over in Canada, and is not necessary to obtaining full em- 
ployment). (3) In general it is far better to tax than to 
borrow. “To submit to unemployment or slums or want, to 
let children go hungry or the sick and old untended, for fear 
of increasing the internal national debt is to lose all sense 
of proportion.” 

The policy of full employment is a policy of socializing 
demand rather than production. 

Sir William makes an interesting attack on the famous 
British White Paper; interesting because “official” think- 
ing in Ottawa appears to be following closely the reasoning 
of the White Paper. Sir William objects to it because it is 
not practical. All it proposes is what Mr. Ilsley proposed 
on the radio on January 3, that the government would 
inaugurate “public works” whenever there was a depression. 
Its aim is not to create full employment but to mitigate un- 
employment—quite a different thing. 


Public Works 


Public works are not a gap-filling device, but in the Brit- 
ish government’s plan—and in Ottawa—public works are 
set forward as a stop-gap to be turned on haphazard when- 
ever highly unstable and uncontrolled private investment 
fluctuates. There is no plan by the British government—or 
by Ottawa—to increase the sphere of public outlay and 
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cause steady expansion of demand on which full employ- 
ment depends. Sir William rejects the theory that spend- 
ing on social security can adequately sustain demand on 
the high levels required for full employment. The govern- 
ment in the White Paper is conscious of the need for giving 
confidence to business men by monetary stability and 
budgetary equilibrium. It appears to be unconscious of the 
still greater need of giving confidence to the men and women 
of the country, that there will be continuing demand for 
their services, so as to secure their co-operation, individually 
and collectively, in reasonable bargaining about wages, in 
working for the maximum of production without fear of 
unemployment, in relaxing restrictions, formal and inform- 
al, on the full use of resources. This confidence will not be 
given by a promise to undertake public works whenever 
unemployment threatens to become serious. It will be given 
only when the steady expansion of demand for investment, 
as for consumption, has been ensured, and when it is proved 
by experience that, though technical progress may some- 
times involve a change of jobs, there are always more va- 
cant jobs than idle men in the planned economic war against 
social evils and for rising standards at home, as there are 
more vacant jobs than idle men in the military war against 
barbarism and tyranny abroad. 

This is the root of the matter. The government in the 
White Paper is fighting unemployment. It ought to be plan- 
ning for productive employment. But one cannot do that 
unless there is something that one desires passionately to 
see accomplished. Employment is wanted not for its own 
sake, but as a means to an objective. Experience in peace 
has shown that the desire of men, who are already above 
want, to increase their profits by investment is not a strong 
enough motive or sufficiently persistent in its action to pro- 
duce a demand for labour which is strong enough and 
steady enough. Experience of war has shown by contrast 
that it is possible to have a human society in which every 
man has value and the opportunity of service, when the 
motive power and direction of economic activity are given 
not by private interest, but by collective determined pur- 
suit of a common good. 

Sir William has a chapter on “International Implica- 
tions”, which is of less importance to Canada, because Can- 
ada’s case is almost opposite to the United Kingdom’s, but 
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he makes the strong point that no country should wait to 
establish internal full employment until it is established 
internationally. Nothing will help amicable international 
relations in the post-war world more than full employment 
in a number of key countries with the consequent diminu- 
tion in trade barriers and increase in international trade 
and widening of benefits of international specialization. 


The Immediate Program 

Sir William’s statement of his immediate program is of 
interest: 

“Abolition of want by social security and children’s al- 
lowances increasing and stabilizing consumption. 

“Collective outlay to secure good houses, good food, fuel 
and other necessaries at stable prices for all and a national 
health service without charges on treatment. 

“Encouragement and regulation of private investment 
by a national investment board, to rejuvenate and expand 
the mechanical equipment of the country while stabilizing 
the process of doing so. 

“Extension of the public sector of industry so as to in- 
crease the scope of direct stabilization of investment and 
to bring monopolies under public control. 

“A national budget based on the datum of manpower 
and designed to ensure year by year total outlay sufficient 
to set up demand for the whole productive resources of the 
country. 

“Control of the location of industry with full powers, in- 
cluding transport, on a national plan. 

“Organized mobility of labour to prevent aimless move- 
ment, the hawking of labour and misdirection of juveniles, 
while facilitating movement when it is desirable. 

“Controlled marketing of primary products, so as to 
stabilize overseas demand to the utmost. 

“International trading arrangements based on accept- 
ance by all the countries taking part of the three funda- 
mental conditions of multilateral trade; full employment, 
balancing of international accounts and stability of econ- 
omic policy.” 

There are objections and Sir William deals with them. 
The first objection is from those who say that absence of 
the fear of unemployment and starvation will remove the 
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incentive to effort. The answer is that for civilized hu- 
mans, ambition and the desire for service are adequate in- 
centives. Cattle can be driven by fear. Men can and should 
be led by hope. 

Others say that increased interference from the state 
will destroy the “little man”. This is nonsense. The policy 
of full employment, so far from destroying the little man 
will give him more scope than he has ever had, and he will 
avoid the bankruptcies which have always beset him during 
slumps. 

All in all Canadians would be well advised to read the 
“Summary”. 


Industrial Development Bank 
From an address by S. R. Noble, O.B.E., 
General Manager of the Industrial Development Bank, at the annual 
convention of Canadian Construction Association in Quebec. 
E Industrial Development Bank may deal only with 
“industrial enterprises,” and building contractors cer- 
tainly do not come within this definition which is stated in 
Section 2(d) of the Act as follows: “ ‘Industrial enterprise’ 
means a business in which the manufacture, processing or 
refrigeration of goods, wares and merchandise or the 
building alteration or repair of ships or vessels or the 
generating or distributing of electricity is carried on.” 
However, if not directly interested in the sense that 
they may not themselves borrow from the Industrial De- 
velopment Bank, I suppose, indirectly, the construction in- 
dustry has the greatest interest in that, in making 
loans to industrial enterprises of a longer term than would 
usually be acceptable to the commercial banks, we will 
mainly be financing the building of new factories or the 
extension of existing ones. Therefore, it will be seen that 
the construction industry will have, perhaps, the most im- 
portant indirect interest in our operations. 


Source of Funds 


The Industrial Development Bank is a wholly-owned 
subsidiary of the Bank of Canada, with a parallel director- 
ate; the president is the Governor of the Bank of Canada 
and the executive committee is also the same as that of 
the Bank of Canada. The bank began operations on No- 
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vember Ist with an authorized capital of $25,000,000, of 
which ten million dollars has been paid up; the balance 
will be available as needed and, after these funds are used 
up, the bank may borrow up to three times its paid up 
capital and reserves, its obligations being eligible for pur- 
chase by the Bank of Canada. The bank may declare no 
dividends until the reserve is equal to the capital and, 
after that, may pay a maximum dividend of 4% per annum. 
Under these circumstances, it will obviously be a long time 
before the Bank of Canada may expect a return on its in- 
vestment—it will, for example, be too much to hope taking 
into consideration my grey hairs that this might occur 
during the term of office of the present general manager. 


The prime function of a bank is to lend money and 
David Harum is authority for the statement that the test 
of a successful banker is one who, having made loans, can 
get them back again. The business of lending money will 
be the sole function of the Industrial Development Bank. 
Should you visit our offices at 201 Notre Dame Street West, 
in Montreal, you will find no impressive marble counters, 
no tellers’ cages, no batteries of ledger posting, calculating 
and adding machines. No one is allowed to draw cheques 
on us or even to keep an account. 


Types of Loans 


The bank is authorized to take any type of security 
that can be taken by any other organization, including 
liens on inventory as provided for by seetion 88 of the Bank 
Act. This is the only institution outside of chartered banks 
who can take such security. We can also make loans 
against mortgage security which is a privilege denied the 
chartered banks. Our experience to date indicates that 
the majority of our loans will be secured by mortgages 
payable serially, and we shall try to keep them to a medium 
term as it seems to me that the prospects are not sufficiently 
clear to justify mortgaging the long term future. 


The business and powers of the bank are defined in 
section 15 of the Act of Incorporation, which recites that 
if, in the opinion of the board, credit or other financial 
resources would not otherwise be available on reasonable 
terms and conditions and in cases where the amount of 
capital invested affords reasonable protection, the bank 
may lend or guarantee loans or, in the case of a corporation, 
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underwrite or purchase stocks, bonds or debentures. As 
indicated in the preamble of the act, the bank is set up to 
provide capital assistance to industry “with particular con- 
sideration to the financing problems of small enterprises” ; 
and section 15 goes on to provide that of $100,000,000 of 
loanable funds presently available, the bank may not make 
advances, investments or guarantees in individual amounts 
in excess of $200,000 above an aggregate limit of $15,000,- 
000. This has the effect of leaving available $85,000,000 
for loans to enterprises in amounts of $200,000 and under. 
If one may be allowed to speculate as to the reason for this 
distinction, I might suggest that it was probably put in to 
answer a long discussion before the Banking and Com- 
merce Committee indicating that, in these days of astron- 
omical figures in finance, one hundred million dollars was 
mere “chicken feed” and that, if eligible, big business might 
use up the total funds available within a short period of 
time. Actually, no such danger existed; generally speak- 
ing, big business does not need financial assistance except 
where major new developments or extensions are to be 
carried out and, in such cases, would probably obtain the 
additional funds needed by issuing stock to existing share- 
holders or, if they had to seek outside funds, would ordin- 
arily have no difficulty in obtaining them through selling 
securities to the public through an issuing house. Moder- 
ate and small businesses are not in this position; usually 
they are privately owned and would not be seeking assist- 
ance if the owners had the necessary funds. To finance a 
small issue of securities through an issuing house is prac- 
tically impossible because of the heavy proportionate cost 
involved in handling a small issue and also because a satis- 
factory market cannot be created for such securities. It is 
to fill this vacuum that the Industrial Development Bank 
was created. 
Scope for Bank’s Activities 


Our experience to date seems to indicate that there is 
a real need for such an institution and, although our figures 
of loans and investments will probably never look large 
alongside the truly impressive figures indicated in the ag- 
gregate assets of the chartered banks, it would appear that 
our operations may exercise an influence on business out 
of proportion to our size, and particularly we should be 
able to contribute in an important degree to the problems 
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of post-war re-employment and reconversion. I think I am 
telling you something you already know when I say that 
the chartered banks in recent times have been willing to go 
considerably farther in assisting with medium term loans 
for capital improvements than was formerly the case, and 
this is quite natural when one realizes that the proportion 
of commercial loans to total assets has shrunk very ma- 
terially during the war years, which is another way of say- 
ing that commercial loans have not increased while govern- 
ment securities and other readily realizable assets have 
doubled. _ 

As we do not intend to compete for any business which 
can be placed on reasonable terms with existing institu- 
tions, it will be seen that our diet will consist, to a large 
extent, of skimmed milk, and any of you who are farmers’ 
sons will realize that, while this is excellent for stimulating 
growth, it does not contribute to adipose tissue; but do not, 
on this account, suppose that our function is to take un- 
warranted business risks. We hope to give applications 
careful, sympathetic and, to a certain extent, specialized 
investigation and consideration, but no loans will be grant- 
ed unless we believe that they will in due course be paid. 
We consider ourselves as an instrument of government 
policy in helping with the financial problems of medium and 
small industry but not to the point of taking unreasonable 
business risks. 

Having said this, I must recessarily protect myself by 
saying that the banker or economist has not yet been born 
who can speak with ‘assurance regarding the future and, 
if this is true under normal conditions, it is doubly true at 
this moment. At present industry generally is doing ex- 
tremely well and we have been asked to ensure the avail- 
ability of credit to industrial enterprises which may reason- 
ably be expected to prove successful if a high level of 
national income and employment is maintained. These 
terms of reference should soften the spot where we might 
fall if this country should again find itself in another seri- 
ous depression. It will be seen that this is the chink in 
our armour. The experience of the war years and probably 
the immediate post-war years can provide no guide for the 
debt paying ability of industry if a depression of the 
character of the last one should again descend upon us. 
This bank is designed as one small agency amongst other 
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agencies with which you are familiar, to help towards 
avoiding post-war unemployment and depression. I am 
afraid, however, that anything and everything that can 
be done in connection with our internal affairs is not going 
to provide the final answer. The same handling of post-war 
problems as occurred after the last war will produce similar 
results intensified to the extent that this war has exceeded 
the last war in destructive force. Only statesmanship of 
a high order with a world outlook can provide the answer. 


Back to Civil Life 


Report of a meeting of The Chartered Accountants’ Club of Ottawa, 
by Paymaster Lt. J. S, Beatty (R.C.N.V.R.) 


ON THURSDAY, February ist, Mr. Walter Woods, De- 

puty Minister of the newly formed Department of 
Veterans’ Affairs, addressed the monthly meeting of the 
Ottawa chartered accountants and outlined the steps being 
taken for assistance of service personnel, both men and 
women, on demobilization and return to civilian life. This 
programme he emphasized is second to that of no other 
country in the scope of assistance it renders now and will 
render in greater measure in the months and years to come. 
Canada emerged from world war I a nation in every re- 
spect and as such her first duty is towards those who have 
volunteered to maintain that nationhood throughout world 
war II. 

Leaving the “Service” 


Mr. Woods pointed out that there are four financial 
factors in the demobilization of their members which are 
handled by the services themselves. .Conditions of payment 
are based on the individual record of service as recorded in 
service documents. 

1. All ranks receive a clothing allowance of $100 to 
help purchase civilian clothing. This is paid by the service 
involved at the time of release providing the officer or man 
to whom payable is not discharged for reasons of miscon- 
duct. 

2. A rehabilitation grant is paid to a service man who 
has completed 183 days of service and receives an honour- 
able discharge. This amounts to 30 days extra pay and 
payment to his dependents of one month’s extra depend- 
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ents’ allowance; as the name implies the grant is to provide 
ready money for the interval between discharge and re- 
employment as a civilian. 

3. A war service gratuity is paid consisting of a basic 
gratuity payable to everyone and a supplementary gratuity 
payable to those who have had overseas service as follows: 

(a) The basic gratuity is $7.50 for each 30 days service 
in the western hemisphere while enlisted or obligated to 
serve without territorial limitations, and $15 for each 30 
days service overseas or in the Aleutian Islands. These 
rates are applicable to all ranks. 

(b) The supplementary gratuity is 7 days’ pay and 
allowance for every 6 months’ service overseas or in the 
Aleutian Islands or proportionately when the service in- 
cludes periods of less than 6 months. 

The total gratuity is paid in monthly instalments com- 
mencing a month after discharge, each instalment being 
not in excess of one month’s pay and allowances which the 
man was receiving at the time of discharge. 

4, Arrangements have been made for free transporta- 
tion and travelling expenses to the place in Canada where 
the service man was residing on enlistment or to any other 
point in Canada which can be reached at no greater cost. 

In addition to the above four financial obligations dis- 
charged by the services, Mr. Woods pointed out that each 
dischargee is given the opportunity of counsel in choosing 
future peacetime employment. A group of trained person- 
nel counsellors is being built up in each of the three ser- 
vices. 


The Labour Department 


The Department of Labour administers the “Reinstate- 
ment in Civil Employment Act” under which act, if the 
ex-serviceman was a bona fide, permanent employee and 
he applies within three and in certain cases four months 
after discharge to his old employer for reinstatement, it is 
the duty of that employer to give him employment on terms 
no less favourable than would have prevailed had the period 
of employment not been interrupted by war service. 

If the ex-serviceman does not wish to return to his old 
job, the offices of the Department of Labour are available 
to him in his efforts to find a new one. 
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Department of Veterans’ Affairs 


The third agency, after the service itself and the De- 
partment of Labour to enter the picture is Mr. Woods’ own 
Department, that of Veterans’ Affairs. It administers the 
following benefits: 

1. University training is available to all those who were 
qualified for university admission at the time of enlistment 
or who can qualify within 15 months after discharge. The 
fees are paid for the ex-serviceman and the length of the 
course depends on his length of service, one month of ser- 
vice qualifying him for one month of university training. 
Special provision is made in the case of a brilliant student 
to ensure that he may continue his studies without limit at 
government expense. 

2. Vocational training is available to provide ex-service- 
men with a suitable trade for future employment. Main- 
tenance grants are paid up to a period not exceeding 52 
weeks while the courses are being undergone. Here again, 
the period of training may be extended beyond 52 weeks 
in special cases. In all cases the prospects for permanent 
employment are considered and the policy is to guide ex- 
service personnel into training courses where opportunity 
for employment offers the best possibility of permanent, 
speedy rehabilitation. 

3. The Veterans’ Land Act is now in existence to assist 
suitably qualified ex-servicemen to buy and own a farm to 
be operated on a full time farming basis, or to buy and own 
a rural or semi-rural home (small holding) with the main 
income earned from industrial or other employment in the 
community. The act provides a maximum of $4,800 to 
cover cost of land and improvements and a maximum of 
$1,200 for livestock and equipment. At the time he makes 
application to purchase, the ex-serviceman must deposit in 
cash 10% of the cost of land and improvements, and he 
signs a contract to repay 2/3 only of the remaining 90%. 
The cost of livestock and equipment is borne by the state. 

4. For those ex-servicemen who do not take advantage 
of any of the three foregoing benefits there is available the 
re-establishment credit. This credit which is equal in amount 
to the basic part of the war service gratuity, may be used 
any time within 10 years for, among other things, acquisi- 
tion, repair or modernization of a home, purchase of fur- 
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niture, working capital in a profession or business, pur- 
chase of a business or payment of premiums on government 
insurance. 

5. Provision is made for subsistence allowance to be 
paid when discharged servicemen are out of work during 
one year following discharge. It applies only where the 
dischargee is capable of and available for work but unable 
to obtain suitable employment. Similarly there is pro- 
tection for one year after discharge (providing service has 
been at least of one year) against sickness or accident 
which has nothing to do with service experience provided 
the dischargee is unable to reasonably provide it himself. 

6. For veterans suffering from disabilities a system of 
pensions applies, based on the extent of that disability. 
The basic principle is that the award is for the loss or les- 
sening of normal abilities. Also available to pensioners 
and to all those with service overseas is employment prefer- 
ence in all Civil Service Commission appointments. 

7. Opportunity is given under the Veterans’ Insurance 
Act to take out up to $10,000 life insurance, without medi- 
cal examination at reasonable premiums. 

8. Steps have been taken to bring to ex-servicemen 
and women the benefits of the Unemployment Insurance 
Act. When they have completed 15 weeks in insured em- 
ployment they are entitled to the same benefits as if they 
had spent the whole of their period in the services since 
July ist, 1941, in that insured employment. 

As Mr. Woods pointed out, this whole subject is a very 
timely one and may well have the greatest influence for 
good in the future of Canada. The special training and 
land settlement privileges available through the Depart- 
ment of Veterans’ Affairs will be taken advantage of by 
fully 1/3 of the presently serving personnel and will pro- 
vide a welcome upsurge in education, both professional and 
technical, throughout the country. The remaining 2/3 will 
avail themselves of the re-establishment credit for one of 
the many purposes the government has authorized for its 
expenditure. Every effort is made to carry out this pro- 
gram to the letter and Mr. Woods emphasized that it is 
already in operation gaining experience for the time when 
dischargees in large numbers will be re-entering civilian 


life. 
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UNRRA Explained 


From a bulletin of the United States Office of Education 


NRRA is a co-operative body set up by 44 member 

governments organized to provide relief and rehabili- 

tation to the people of liberated territories in Europe and 
the Far East. 

UNRRA is not a permanent international organization. 
It is temporary in function and presumed to terminate 
with the solving of relief and rehabilitation problems in 
liberated territories. 

UNRRA will operate (1) during the military period 
only at the request of the military; (2) after the military 
period only at the request of and in agreement with the 
national authorities of liberated nations. 

UNRRA is not an agency of post-war reconstruction 
nor is it concerned with any restoration except to meet 
immediate basic needs. 

UNRRA will not spend money for relief supplies for 
any liberated nation whose government is in a position to 
pay in foreign exchange. 

UNRRA requests allocations of relief supplies from 
world stocks controlled by the combined boards, and pro- 
cures them from uninvaded member countries. The alloca- 
tions granted to UNRRA are for nations unable to finance 
their own purchases of relief supplies. 

What UNRRA Seeks to Deliver to Liberated Nations 
Qualifying for Its Services: 

Relief supplies—Essential consumer goods, food, fuel, 
clothing, medicines, etc. 

Relief services—Health and welfare, repatriation of dis- 
placed persons, etc. 

Rehabilitation supplies and services—Seeds, fertilizers, 
raw materials, machinery, technical services, etc. 

Rehabilitation of public utilities and services—Light, 
water, sanitation, power, transportation. 


How UNRRA Is Financed 
Funds consist of contributions from member countries. 
The recommended contribution for each member country 
not occupied by the enemy is 1 per cent of its national 
income for the year ended June 30, 1943. 
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The United States’ authorized contribution is $1,350,- 
000,000. Great Britain’s authorized contribution is £80,- 
000,000 ($320,000,000). Canada’s authorized contribution 
is $77,000,000. 

The sum to be accumulated for the entire relief period 
amounts to roughly $2,000,000,000. All member countries 
contribute to administrative expenses. 


Size of UNRRA’s Task 

The relief problem of this war is unprecedentedly great 
for the following reasons: 

(a) The destructive power of modern weapons. 

(6) The scorched earth policy of the enemy. 

(c) The subjugation of the 140,000,000 people in 
Europe (excluding enemy-held areas of Russia), 84,000,000 
in China and millions in southeast Asia. 

(d) The staggering number of displaced persons re- 
quiring relief and rehabilitation; about 12,000,000 in 
Europe; about 40,000,000 in China. 

(e) The scarcity of food, resulting in starvation, general 
debility, and malnutritional diseases. 

(f) The prevalence of skin and dirt disease and the 
continual threat of large scale epidemics and plagues. 

(g) The acute scarcity of clothing, blankets, shoes, etc. 

(h) The acute scarcity of agricultural equipment, tools, 
livestock, etc. 

(t) The destruction of the means of transportation. 

(7) The destruction of power resources and installa- 
tions. 

(k) The shortage of health supplies and services, 
housing, and shelter. 

How UNRRA Came Into Existence 

Recognizing these enormous relief problems, Prime 
Minister Churchill in August 1940, in the House of Com- 
mons, promised that the peoples of Europe would get food, 
freedom, and peace when the Nazis were destroyed. 

On 24th September 1941, the British government called 
a meeting and as a result an Inter-Allied Committee on 
Post-War Requirements was created with Sir Frederick 
Leith-Ross as chairman. The committee worked 18 months 
framing estimates of needs to be met after the war. The 
United States had an observer on the committee and be- 
came a full member shortly after entering the war. 


Marcu 1945. 157 











THE CANADIAN CHARTERED ACCOUNTANT 


In 1941, the British set up the Middle East Relief and 
Refugee Administration (MERRA) with headquarters at 
Cairo. It established camps in Syria, Palestine, and Egypt 
to take care of Yugoslav and Greek refugees escaping from 
Europe. 

In December 1942, President Roosevelt set up the Office 
of Foreign Relief and Rehabilitation Operations within the 
State Department. Ex-Governor Herbert H. Lehman was 
its head. OFRRO made plans to provide and transport 
goods, clothing, and other necessities to victims when 
liberated from enemy control. The program was put into 
operation in the spring and summer of 1943 in Tunisia— 
with camps for refugees, health controls set up, and a 
start made towards re-establishing agriculture in the re- 
gion. 

In June 1943, after many preliminary conversations, 
the United States government presented to Allied countries, 
a draft agreement for establishing an international relief 
organization. Suggestions made by the governments were 
incorporated into the agreement. 

On 9th November 1943, the representatives of 44 na- 
tions met at the White House to sign the agreement estab- 
lishing the United Nations Relief and Rehabilitation Ad- 
ministration (UNNRA). The agreement provided for a 
policy making council, composed of one representative 
from each member government. The executive authority 
was vested in a director-general elected by the council. 

Two days after the signing of the agreement, the council 
opened its first session in Atlantic City. On 11th Novem- 
ber Mr. Lehman was elected director-general. 

By the end of April 1944, the regional office in London 
had been established and work started. By the end of May 
1944, the Balkan Mission-Cairo office had been established 
and the 6 refugee camps established in the Middle East 
under MERRA had been taken over. 

As of 30th June 1944, the UNRRA staff was located 
at the headquarters office, Dupont Circle Building, Wash- 
ington, D.C.; the European regional office in London, Eng- 
land; and in Cairo, Chungking, Algiers, Casablanca, and 
Geneva. It totalled 985 members: 449 in Washington, 280 
in London, and 256 in the other offices. 


UNRRA has a training centre on the campus of the 
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University of Maryland, where personnel are being trained 
intensively for service in Europe in the near future. 

At its second session, held in Montreal beginning Sep- 
tember 16, the council voted to add to UNRRA’s original 
responsibilities a limited program of relief for Italy and 
of assistance in the repatriation of displaced persons in 
enemy countries. 


Current Accounting Literature 
By Frank S. Capon, C.A. 


7. accounting research bulletins issued by the Ameri- 
can Institute of Accountants (13 East 41st Street, 
New York 17) have long been recognized as authoritative 
statements on major accounting problems, and bulletin No. 
23 covering the accounting for income taxes is no exception. 
While the main decisions re-emphasize the need for clear 
disclosure of the accounting treatment of all charges or 
credits of importance, the section dealing with adjustments 
to taxes for prior periods is of interest in that it recom- 
mends the inclusion of such adjustments in the current 
year income statement rather than the surplus account, 
unless such treatment would result in a major distortion 
of the year’s results. When an item affecting taxes is 
charged or credited to surplus, the resultant tax adjust- 
ment should also be carried to surplus so that the surplus 
account reflects in effect the net adjustment. The accom- 
panying discussion covers almost every conceivable type 
of entry affecting tax payments and provisions. 
Depreciation 

“Of all the problems confronting accountants, that of 
depreciation of fixed assets is perhaps the oldest and at 
the same time the most fundamental.” So says the edi- 
torial in the January 13th issue of “The Accountant” (Lon- 
don, Eng.) in commenting on the British institute’s recom- 
mendations on depreciation published in the same number. 
The bulletin on depreciation, the ninth in the series of 
recommendations on accounting principles, is clear, concise 
and authoritative. It disposes once and for all of the 
argument that depreciation provisions may depend upon 
profits, and it states clearly why fixed assets should be 
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carried at cost. The reducing balance method of deprecia- 
tion, fortunately never popular on this continent, is also 
disposed of summarily. It is to be hoped that the series 
of recommendations on accounting principles, like their 
American counterparts, the accounting research bulletins, 
will go far towards settling many arguments that have 
continued over the years. 
Fiscal and Monetary Policy 

The National Planning Association (800 21st Street 
N.W., Washington, D.C.) pamphlet no. 35 covers a report 
on the above subject by Beardsley Rum! and H. C. Sonne. 
The main headings are the federal budget, taxation, pub- 
lic disbursements work and loans, inventory policy, savings 
and investment, foreign investment, and administration 
of fiscal and monetary policies. Based on the principle 
that the government budget must be active, not neutral, 
in its effect on the national economy, Messrs. Rum] and 
Sonne present a clear and concise set of proposals for a 
post-war taxation, fiscal and monetary structure for the 
US. 

Corporate Annual Reports 

Richard S. Claire discusses the evolution of corporate 
reports in the January issue of “The Journal of Account- 
ancy” (13 East 41st Street, New York 17), using the 
reports of the gigantic U.S. Steel Corporation as his model. 
Annual reports of progressive companies have developed 
through the years from a mere presentation of technical 
financial statements to carefully planned and prepared 
booklets explaining the year’s achievements to shareholders, 
to employees and to customers. The three main points of 
the article are worthy of repetition: 

1. The report must be so designed that it will be under- 
stood and read with interest by all readers, not only those 
skilled in understanding terminology of business, finance 
and accounting. 

2. The objective should be sufficiently broad so that the 
report will tell a story not only to shareholders but also 
to employees and the general public. 

3. The financial statements should be so designed that 
they will provide a balance in the matter of disclosure and 
will clarify the financial picture in the minds of the ma- 
jority of readers, even at the risk of forcing the financial 
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analyst to look elsewhere for details that he considers 
necessary. 

The third point hits home at accountants, and Mr. 
Claire emphasizes the value of the financial summary sec- 
tion of the management report, which gives comments on 
the financial statements with explanations that cannot be 
translated into figures. Comments on the development of 
the auditors’ certificates over forty years are of great in- 
terest, as are those dealing with the form of the income 
and surplus statements and the balance sheet. 


War Contracts Termination 

The disposal of surplus war inventories upon termina- 
tion of contracts is dealt with in an article by Lt. Col. T. 
H. LaBrum in the January issue of “The Journal of Ac- 
countancy”. Much of the work of preparing termination 
schedules, inventories, etc., devolves upon accountants, and 
the necessity for preparing inventories promptly upon 
termination, maintaining adequate records and filing claims 
supported by adequate detail is clearly brought out, to- 
gether with many other pertinent points. 

In the same issue of the Journal Lt. Col. Robert H. 
Andrews has summarized the new Joint Termination Regu- 
lation and Joint Termination Accounting Manual issued by 
the U.S. War and Navy Departments. The regulation 
covers policies on termination, procedure on termination 
and cutbacks, interim financing for contractors, responsi- 
bilities on inventories, and bases for settling claims of both 
prime contractors and subcontractors. While the manual 
is designed primarily for the use of government field ac- 
countants engaged on contract termination, it is also of 
value to prime contractors who must assume responsibility 
for settling claims of subcontractors. Main sections of the 
Manual deal with general policies and procedure, field and 
office reviews and working papers and reports, with ex- 
hibits including the statement of principles for determining 
costs upon termination of government fixed-price supply 
contracts. Although U.S. regulations do not apply in detail 
in this country, Canadian accountants can get many points 
on preparation of termination schedules, statements and 
reports from the Joint Termination Regulation and Manual. 


Costing 
The January issue of “Cost and Management” (66 


Marcu 1945. . 161 








THE CANADIAN CHARTERED ACCOUNTANT 


King Street East, Hamilton) contains two articles on spe- 
cialized costing in two large industries. V. E. Feimann 
discusses cost problems and cost control in the construction 
industry and the issue also contains the first part of a two- 
section thesis by O. W. Cox on cost accounting in the can- 
ning industry. 

Elimination of Cents from Accounting Records 

On the assumption that it is permissible to stretch the 
definition of current accounting literature to include that 
which is of current interest but which was published some 
time ago, I would like to recall the article on the above 
subject by F. A. Shick, Controller of Bethlehem Steel Cor- 
poration, published in the November 1941 issue of “The 
Journal of Accountancy”. The question of elimination of 
cents in accounting records has been frequently discussed 
(usually facetiously), but Mr. Shick presents a very simple 
plan for effecting substantial savings in clerical work and 
at the same time improving immeasurably the appearance 
of statements and reports. The article is brief but pro- 
vides sufficient information to enable any company, no 
matter how large, to establish a procedure to take advan- 
tage of the recommended savings. 

As Mr. Shick says: “Perhaps the whole plan can be 
summarized by saying that cents are accumulated at the 
source and interned, so that they will not interfere with 
later accounting processes .. . The total cents value of all 
transactions seem to us to be out of all proportion to the 
time and effort expended by accounting divisions in carry- 
ing cents through all the accounting processes...” It is 
estimated that the majority of transactions recorded by 
accounting departments consist on the average of five 
figures and the elimination of cents would therefore result 
in a saving of 40% of the work of recording. The most 
important point is that the cents must be eliminated 
wherever and as soon as they appear so that all subsequent 
accounting operations in all accounts except those in which 
cents are indispensable can be conducted in whole dollars. 
The plan can be partially adopted by retaining cents in 
the accounts but presenting financial statements in even 
dollars. A considerable saving in clerical and typing work 
can be effected by omitting the two digits and decimal 
point. The size of statements would also be reduced and 
there would be a considerable gain in clarity. However, 
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the maximum saving is only effected if cents are eliminated 
entirely from the accounts. 

The scheme proposed by Mr. Shick is eminently prac- 
tical and has been put into effect by a number of companies 
in the United States and some in Canada. Bethlehem 
Steel have used it for seventeen years and this alone will 
show that it can be used successfully in the largest com- 
panies. Presumably the percentage of clerical time saved 
in smaller companies would be even greater because of the 
smaller average size of each entry. Those who have not 
already adopted the proposal for the elimination of cents 
would find a review of this article of definite value. 


INCOME TAX ON PERSONS FROM ABROAD 


_ provision by which a person from another country, 
who is temporarily engaged in essential Canadian war 
work, is to be taxed in accord with rates of his own coun- 
try, has been extended another year. P.C. 53/505, con- 
firming a minute of a meeting of the Treasury Board, reads 


as follows: 

The board had under consideration a memorandum from the 
Honourable the Acting Minister of Munitions and Supply concurred 
in by the Honourable the Minister of National Revenue reporting: 

“That order in council P.C. 1/945, of February 5, 1943, provided 
inter alia: 

“‘That in the case of a person from abroad who is engaged in 
essential Canadian war work by reason of his special skill or knowl- 
edge and has come to Canada since the outbreak of war, and there is 
a real possibility of losing the continued services of such person due 
to the higher rates of income tax prevailing in Canada, the Minister 
of National Revenue was empowered to impose and collect taxes on 
the basis of the income subject to Canadian tax having regard to the 
tax rates in the country from which such person came, provided that 
the difference in tax was paid by the employer of such person.’ 

“That the said order in council P.C. 1/945 provided that the fore- 
going authority was limited to the income tax years 1942 and 1943; 

“That by Order in council P.C. 53/9180 of December 1, 1943, the 
said order in council P.C. 1/945 was extended to cover the income 
tax year 1944: 

“That in the opinion of the undersigned it is desirable in the 
public interest that the authority provided by the said order in 
council P.C. 1/945 be extended to cover the income tax year 1945, 

“The undersigned, therefore, upon the advice of the Deputy Minis- 
ter of Munitions and Supply, has the honour to recommend that 
under and. by virtue of the powers conferred by the War Measures Act, 
Your Excellency in Council do order accordingly.” 

The board concur in the above report and recommendation, and 
submit the same for favourable consideration. 
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EXCESS PROFITS TAX ON GOLD MINES 


The Ontario Mining Association under date of February 
20, 1945, advises its members of the following communica- 
tion from the Income Tax Division in respect to Section 
4(1)(c), Excess Profits Tax Act, which deals with adjust- 
ment of standard profits of gold mines: 


The representations made by you as ta the basis of assessing gold 
mines under the Excess Profits Tax Act having regard to the provisions 
of the above section have received our consideration and in the result 
you are advised that in the case where the volume of production of 
any gold mine in a taxation year is substantially less than the average 
volume of production of that mine during the standard period the min- 
isterial discretion referred to in section 4(1)(c) of the act will prob- 
ably be exercised as follows: 

(1) If the standard profits of the gold mine in question were not 
increased in respect of any taxation year previous to the year under 
review, under the provisions of the above section, then no reduction 
will be made in the company’s actual standard profits for the year 
under review, 

(2) If the standard profits of the gold mine in question were in- 
creased in previous taxation years for increases in volume of produc- 
tion over the standard period then the standard profits of the com- 
pany applicable to the year under review will be reduced but only 
to the extent that the additional tax payable as a result of such reduc- 
tion over what would have been payable if the company’s actual stan- 
dard profits had been used for assessment purposes is not greater than 
the reduction in tax which arose through the company’s actual standard 
profits being increased under Section 4(1)(c) in previous taxation 
years. 

In other words the standard profits based on the profits of 1936 
to 1939 will be reduced in each year of reduced production until the 
tax benefit occasioned by previous upward adjustments to the 1936-1939 
standard, due to increased production, has been equalled. Thereafter, 
even though the volume of production in any taxation year is below 
the average volume of production in the standard period the standard 
profits will not be reduced below the average yearly profits in the 
standard period. 

Each case, however, will be considered on its own merits. 


Personals 


R. G. Rutherford & Co., chartered accountants, of 
Kelowna, British Columbia, announce the opening of a 
branch office at 17 Godnam Building, 220 Fourth Avenue, 
Kamloops, British Columbia, and that M. C. French, B.Com., 
C.A., has been appointed resident branch manager. 

E. C. Leetham, chartered accountant, announces the ad- 
mission into partnership, as at lst February 1945, of Walter 
C. Murphy, chartered accountant; from that date they will 
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practise their profession under the firm name of E. C. 
Leetham and Company, chartered accountants, 1129-31 
University Tower Building, Montreal, P.Q. 


M. W. Mackenzie, C.A., of Montreal, partner in the firm 
of McDonald, Currie & Co., has been appointed Deputy Min- 
ister of the Dominion Department of Trade and Commerce. 
In 1939 Mr. Mackenzie assisted in the introduction of foreign 
exchange control, and became chairman of the foreign ex- 
change board’s management committee and assistant to its 
chairman. In 1942 he joined the prices board and was one 
of its two deputy chairmen in charge of distribution and 
supply questions. In November 1944 he was appointed a 
member of the Royal Commission on Taxation of Annuities 
and Family Corporations. Mr. Mackenzie assumes his new 
duties March Ist. 

Crehan, Meredith and Company, chartered accountants, 
Vancouver, B.C., announce that they have admitted as a 
partner S. Scott McLaren, C.A. 

R. H. Bounsall, F.C.A., announces the admittance into 
partnership of his son, Clifford A. Bounsall, C.A., and that 
they will practise their profession under the firm name of 
R. H. Bounsall and Company, chartered accountants, 14 
Metcalfe Street, Ottawa, Ontario. 





Obituaries 
The Late Robert Schurman 


The Society of Chartered Accountants of the Province 
of Quebec announces with regret the death of Robert 
Schurman, in his sixty-seventh year, after a lengthy illness. 
Born at Oxford, Nova Scotia, his forebears were United 
Empire Loyalists. He attended school in Nova Scotia and 
in the United States and joined the Institute of Chartered 
Accountants of Nova Scotia in 1902. Mr. Schurman was 
co-founder of the Maritime Business College. For some time 
he practised in Halifax, then in 1912 he came to Montreal 
and became associated with the late George Durnford, C.A. 
After Mr. Durnford’s death the business was continued 
under the name of R. Schurman & Company. 

To his widow and family, the members extend their 
sincere sympathy. 
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The Late Douglas Basford 


The Institute of Chartered Accountants of Manitoba re- 
grets to announce the death of Douglas Basford at Win-. 
nipeg on January 26, 1945. 


The late Mr. Basford was admitted to membership in 
the Institute of Chartered Accountants of Manitoba in 1922. 
He was first employed by John Scott & Company, Winnipeg, 
and later with Price, Waterhouse & Company when the two 
firms amalgamated in 1929. In 1932 he was appointed 
city auditor, which office he held at the time of his death. 
He acted as a trustee of the Manitoba Chartered Acount- 
ants Benevolent Association from 1936 until 1939. He was 
always keenly interested in the students and did much to 
assist them in their studies. 


To his widow and members of his family, the Institute 
extends its sincere sympathy. 


NIGHT FALL: LUXOR 
By R. R. THOMPSON 


Reprinted from The Journal of the Royal Astronomical Society 
of Canada 


Night fell on old Luxor: 

Then o’er the desert, darkness swiftly crept, 

And filled the distant valleys, where there slept 
The spirits of a hundred Theban kings, 

Whilst, save the rustle of the night-wind’s wings 
Through those vast temple halls and colonnades, 
As if the ancient gods held court with shades, 
No sound broke o’er the scene. 


All nature, hushed in awe 

Before the splendour of the dying day, 

Lay silent, and below swept on its way 

The Nile. E’en as I watched, the light had flown 
The zenith’s boundless spaces: then were sown 
With countless stars the sapphire depths of night, 
Whilst oceans of transparent amber light 

Flowed down the western sky. 


Above the Libyan hills 

Some clouds hung flaming ’midst a blood-red glow; 
Then fell on all the silent plain below 

A silence more intense. Infinite space! 

Infinite worlds of light! I hid my face, 

And bowed my head, o’erwhelmed with such a flood 
Of thoughts, too vast for finite minds: I could 

But wonder, what is man? 
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I leaned my arm against 

A column of stupendous size, beside 

Whose bulk a mote I seemed. In all their pride 
The massive ruins seemed to say to me, 

“Ye pass; but we, in our immensity, 

“Live on eternal as the hills which gave 

“Us birth, and as the Nile whose waters lave 
“Our base, immutable.” 


It seemed that men were naught 

But tiny insects, crawling, till they died 

And crumbled into dust. Just then I spied 

A star supremely bright, and swiftly sped 

My thoughts o’er countless million miles of dread, 
World-peopled Space to ask, if, there, are men 
With minds like ours, who build great temples; then 
Stand wondering at themselves. 


By thought I flew through Space, 

And trod the outer spheres. I saw that man 

Could n’er be measured by the cubit’s span, 

Nor weighed like stone; for he is god-like, vast, 
Whose will-power raised these temples of the past, 
Who understands the movements of the throng 

Of Heaven, and measures Space; this flame of strong, 
Undying energy. 


I looked around again 

At those stupendous ruins of Luxor, 

And spake my answer back: “Ye were no more 
“Than shapeless stone till man created ye 

“In his imagining, and painfully 

“Subjected nature’s powers to his will 

“Till ye from out o’ the bowels of your hill 
“Were carved, and made yourselves.” 


“We pass, but ye stay here 

“Unmoving, senseless, dead, in slow decay. 

“Ye truly spake: we pass, but on our way 

“To solemn portals, some call Death, where all 
“That chains us to this Earth aside shall fall, 
“And we shall stand, and know as we are known, 
“Be free to wander, where our thoughts had flown, 
“Creation’s furthest realms.” 


“KE’en now, with flesh-veiled. sight, 

“We thrill responsive to our Father’s Mind 

“Who wrought the sunset’s glow, and we shall find 
“Undreamed-of glories, when we grow as He 
“Would have us grow, in endless harmony—” 
Thoughts came too fast for words; but I had said 
Enough, and, through the darkness with my head 
Erect, passed on my way. 
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Book Reviews 


Income Tax Handbook. By Arthur W. Gilmour, B.Com., 
C.A. 200 pages. $1 per copy. Published by The Dominion 
Association of Chartered Accountants, 10 Adelaide Street 
East, Toronto. Reviewed by J. R. M. Wilson, C.A. 


For several years now the Society of Chartered Ac- 
countants of the Province of Quebec and the Chartered Ac- 
countants Students’ Society of that province have sponsored 
a series of lectures by Mr. Gilmour in Montreal on income 
and excess profits tax matters. During the last two years 
Mr. Gilmour’s “Notes” have been published and a certain 
number of copies have been made available to members 
of other institutes by the Quebec Society. That these were 
highly valued is known to the many members of the pro- 
fession who tried to obtain a copy of the “Notes” last year 
but found that the available supply had become exhausted 
at an early date. 

This year the Dominion Association has published a 
revised edition of Mr. Gilmour’s “Notes” under the title 
“Income Tax Handbook”. Copies of these have been sent 
to members of the Dominion Association and further copies 
will be made available to the public. The text has been 
considerably expanded by the inclusion of many examples 
of how tax is computed and how adjustments are made 
to income and standard profits and a comprehensive index 
has been added. In every respect the “Handbook” is an 
improvement over its predecessor, in spite of the excellence 
of the latter. 

It will be unfortunate if the title “Income Tax Hand- 
book” suggests that it is limited to matters falling under 
the Income War Tax Act. The handbook provides a cover- 
age of both income and excess profits taxes on individuals, 
trusts and corporations as they apply to the year 1944. 
That it will be widely used by chartered accountants goes 
without saying. It should also be useful to solicitors and 
executives of companies responsible for filing tax returns 
—or, for that matter, to any individual taxpayer whose tax 
return includes investment income or earnings of a busi- 


ness. 
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Provincial News 


Alberta 


The General Faculty Council of the University of Al- 
berta announces that the following are the successful can- 
didates of the Institute of Chartered Accountants of Al- 
berta in the December 1944 examinations: 

Final: H. J. Bishop, J. J. Denholm (first), D. H. Fowler, 
E. A. Lister, H. F. Sced, D. A. L. Tait and G. A. Treacy. 
Granted supplementals: A. V. Johnston, D. B. McClure and 
W. K. Tanner. 

Intermediate: H. E. Broughton, B. C. Grineau, K. S. Hol- 
man and H. A. Kerr. S. D. Low passed in law to complete 
his B.Com. standing. 

Primary: O. Fliczuk, W. P. Gordon, R. P. King, C. E. 
Legault, N. B. McGie, L. S. Pollard and G. Y. Sommerville. 


John James Denholm was awarded the Dominion Asso- 
ciation gold medal and cash prize of $50 for highest stand- 
ing in the Dominion in the final examination. Mr. Denholm 
is twenty-two years of age and attended the University of 
Alberta, graduating with the degree of Bachelor of Com- 
merce in May 1942. At that time he commenced his articles 
with Henderson, Teare and Waines in Calgary and has con- 
tinued with that firm since. Last year William L. C. Wal- 
lace, a student with the same firm, obtained the silver 
medal. 


British Columbia 


The Institute of Chartered Accountants of British Col- 
umbia announces that the following are the successful can- 
didates in the December 1944 examinations: 

Final: J. F. Lacey (first), W. G. Briggs (second), M. W. 
Angus, J. M. Ross and M. J. Walton. Supplementals: E. K. 
Jackson. Granted supplementals: J. C. Moore and R. F. 
Rudd. 

Intermediate: D. J. Kelsey (first), D. R. Smith (second), 
K. S. Beaton, L. D. Courtice, Miss M. S. Gulick, W. R. Grant, 
Jr., H. R. Horne, F. H. Harwood, Miss A. E. Jost, W. L. 
Kent, E. G. Legg, C. W. Mavor and A. J. Park. 


Primary: G. A. Chambers (first), H. G. Craven (sec- 
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ond) G. C. B. Kellett, C. F. McKinnon, Mrs. M. E. Redford, 
Miss M. M. Scott and J. C. Yolland. 

Denham John Kelsey, Vancouver, was awarded the silver 
medal and prize of $25 of The Dominion Association of 
Chartered Accountants for obtaining the highest standing 
in Canada in the December 1944 intermediate examination. 
Mr. Kelsey is a student registered with Mr. W. R. C. Pat- 
rick of Messrs. Helliwell, Maclachlan & Company, Van- 
couver. 


Manitoba 


The Institute of Chartered Accountants of Manitoba an- 
nounces that the following are the successful candidates of 
the Institute in the December 1944 uniform examinations: 


Final—Complete pass: Gestur G. Brandson; John Ward 
Dunsheath; Felix Edward Gabriel; Osborne Edward Haw- 
kins ; James Sturdy Newbold; Frederick Pratt. Pass in Ac- 
counting only: Kenneth Hugo Smith. Pass in Auditing 
only: Frank C. Moncrieff; Claude A. Rampton; Mark W. 
Smith. 

Frederick Pratt, who secured second place in Canada, 
was awarded the silver medal and prize of $25 by The Do- 
minion Association of Chartered Accountants. For ranking 
highest among the Manitoba candidates, the Institute 
awarded him a prize of $100. Mr. Pratt is a registered stu- 
dent with Millar, Macdonald & Company. 


Intermediate—Complete pass: William Southworth Bar- 
ker; Malcolm Clive Book; Nathan Coop; Elmer Delford 
Daum; Edwin Roy McKerchar Essery ; John Garrett Gates; 
Frederick Groves; William Frame McCaffrey; Kathryn 
Deas Maclean; Marion Cathie MacTaggart; Herbert Owen 
Merrett; James McGillivray Morton; William John Rut- 
ledge. 

Miss Marion Cathie MacTaggart, who secured first place 
among the Manitcba candidates, was awarded the W. A. 
Henderson Silver Medal, and a scholarship of the value of 


$50. 
Quebec 
The Society of Chartered Accountants of the Province of 
Quebec announces that the following students have passed 
the December 1944 qualifying examinations for admission 
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to the Society: Georges Allard, A. W. Bell, Maurice Bilo- 
deau, E. M. Boulter, Marcel Caron, Roger Chalifour, J. S. 
Chodos, Rosaire Desjardins, Jean-Noel Domey, Roger Du- 
mas, Roger Dussault, Antonio Faggiolo, Maurice Forest, 
Antoine Gauthier, M. Laliberté, Miss E. Lauder, Henri 
Lavoie, Fernand Leblanc, Gérard Lortie, John A. MacDon- 
ald, Jean Mireault, B. Morency, Eric Morissete, Miss Helen 
Orbane, Maurice Ouellette, Victor Paul, J. A. Reekie, M. 
Richler, Marcel Rivard, G. A. Roussin, Jules Rufiange, Jules 
Sirois, Yvon Sirois, Ernest Thibodeau, R. O. Wilson. 

Winners of Quebec War Memorial Prizes: Maurice Ouel- 
lette, first prize, and John A. MacDonald, second prize. 

Granted supplemental examinations: Edmond Boisson- 
neault, Roland Brodeur, Gérard Camirand, Pierre Céoté, 
Charles Coulombe, Louis-J. Dubuc, O. Friefield, B. Garmaise, 
E. Grearson, Maurice Hardy, R. E. Lambert, M. Liberman, 
Y. Massé, G. W. McNiece, Gérard Mongeau, Roger Poupart, 
Marcel Renaud, Roland Robert, J. R. Stein, Raymond Thé- 
berge. 

Intermediate: The following were successful in passing 
the intermediate examination of the provincial institutes: 
V. Assaly, J. Beaubien, Gérard Antoine Chabot, J. L. Dal- 


laire, M. Friefield, A. J. Fyfe, H. L. Garber, N. Gesser, Frére 
S. Hardy, A. C. Johnston, I. B. Karpman, S. Kolomeir, C. 
Levesque, Frére L. Mailhot, L. J. Manolson, H. Merson, A. 
Pinsky, J. E. Philpott, D. Reekie, Mrs. A. Slessor, C. F. 
Standing, B. Sylvain, Mrs. K. Weir. 

Charles Frederic Standing, who obtained the highest 
marks in Quebec, is the winner of the War Memorial Prize. 
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NOTES AND COMMENT 


Veteran readers may recall that in the days before the 
war the Students’ Department published from time to time 
for their relaxation (if that is the right word—and we 
doubt it greatly) puzzles of the mathematical variety. 
Evidently at least one subscriber to the magazine thinks 
that this feature might be revived for F/O W. R. H. Nash, 
C.A. has sent to us the puzzle which appears below and 
which he says was picked up by a friend of his in an 
English “pub”. Not being mathematically minded we de- 
plore the implication that those friendly institutions, the 
English “pubs”, have been taken over by the mathema- 
ticians; but as Mr. Nash was thoughtful enough to supply 
a complete solution, which we shall divulge in due course, 
we are prepared to overlook this reflection upon the source 
of the puzzle. 
















* * * 









The Securities and Exchange Commission was recently 
asked whether in a financial statement required to be filed 
with the commission goodwill might be written off by a 
charge to capital surplus. The goodwill in question had re- 
sulted from the acquisition during the year of the business 
of a going concern at a price of $2,000,000 payable in cash 
or its equivalent, $1,750,000 being the value of the physical 
assets acquired and $250,000 the price paid for goodwill. 
It was now proposed to write off this goodwill against cap- 
ital surplus. The opinion expressed by the chief accountant 
to the commission was that the proposed write-off was 
contrary to sound accounting principles (Accounting Series, 
Release No. 50, January 20, 1945) since it would evade 
charges which, if the goodwill were or should become worth- 
less, would be proper charges against income or earned 
surplus and by so doing it would overstate income or earned 
surplus and understate capital. Discussion of this opinion 
is handicapped by failure of the release to indicate the 
origin or precise status of the capital surplus but we may 
presume that it was not a surplus reducible only by formal- 
ities corresponding with those prescribed by the Canadian 
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companies acts for reduction of share capital. The force 
of the chief accountant’s reasoning would be compelling 
if the asset in question were a depreciating asset that is 
to say an asset consumed in the process of earning income. 
But goodwill is not generally regarded as a depreciating 
asset but more often as a “valuation” account bridging the 
gap between the value of physical assets individually as- 
sessed and the capitalized value of these assets as an 
aggregate of earning capacity. Surely if anything could 
properly be regarded as a loss of capital as distinct from 
a charge to income it would be a demonstrated loss of earn- 
ing capacity no matter when the demonstration occurred. 
We can readily perceive that a write-off of depreciable 
assets or of such an item as bond discount would result 
in an overstatement of income and an understatement of 
capital but we question whether a write-off of goodwill 
is truly analagous. It is to be noted that there was no 
consideration of the question whether the goodwill to be 
written off was, in fact, valueless. 


A PUZZLE 

Four Arabs have a monkey and a bag of dates between 
them. They pitch their tent and go to sleep. A little later, 
one Arab wakes up and feels hungry, so he divides the dates 
into four parts and has one date left over, which he feeds 
to the monkey. He eats his part, puts the other three parts 
back in the bag, and goes to sleep again. 

Each of the other three Arabs does the same thing in 
turn with the remaining dates, each time having one date 
over, which the monkey gets. 

In the morning, they all rise at the same time, divide 
the remaining dates into four parts, and have one date left 
over, which they give to the monkey. Each then eats his 
dates. 

What is the least number of dates there could originally 
have been in the bag? 


STUDENTS’ ASSOCIATION NEWS 
British Columbia 


The Students’ Society of the Institute of British Colum- 
bia regret to announce that Lieutenant Lyman Cyrus Day- 
Smith was officially reported killed in action on December 
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16th, 1944. “Cy”? Day-Smith was the son of Doctor and 
Mrs. Frank Day-Smith of Vancouver, B.C. A graduate of 
Magee High School and the University of British Columbia 
in Commerce in 1940, he was articled to A. A. Shaw of 
Helliwell, MacLachlan and Company before he enlisted. The 
members of the Students’ Society extend their sincere 
sympathy to his parents, brother and sister. 


The Students’ Society of the Institute of British Col- 
umbia are pleased to announce that F/O Wallace Gray has 
been awarded the Distinguished Flying Cross. Wallace 
Gray has completed his 36th trip over enemy territory with 
an R.A.F. Bomber squadron. Prior to his enlistment in 
July, 1942, he was articled to J. L. Helliwell of Helliwell, 
MacLachlan and Company. 


The British Columbia Students’ Association held a 
dinner meeting on December 28. There was an excellent 
attendance by members. Among the guests were: Mr. L. 
R. D. Sinclair, representing the educational committee of 
the Institute; Mr. R. Young, of the Dominion tax depart- 
ment; and a number of newly articled students. 


During the past year considerable attention has been 
given to the problem of lectures for fourth and fifth year 
students. Mr. Sinclair reported to the students that the 
committee had recommended lectures for fifth year students 
and marking of the weekly papers by a local member of 
the Institute. Many questions concerning courses were 
directed to the speaker who was able to clarify a number 
of points for the students. 


A committee under the direction of Mr. Mavor had 
prepared suggested changes in the rules and regulations 
governing the student association. Mr. Charles Legge read 
the existing clauses, each of which was followed by Mr. 
Mavor’s reading of the proposed amendment. Lively dis- 
cussion ensued. A vote was taken in favour of the pro- 
posed amendments. Briefly the highlights of the changes 
include the following: 

1. Just by the way, we have by-laws now instead of 
rules and regulations. 

2. Qualifications for membership have been extended 
to include members of the Institute, anyone qualified for 
membership in the Institute, and anyone qualified to present 
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himself as a candidate for the final examinations. This 
idea is borrowed from Quebec, we believe. 

3. The annual general meeting is to be held in December, 
to follow the newly established year end November 30, 
which coincides with the end of the study year. 

4. The students’ council may impose penalties for breach 
of the by-laws, for misconduct, or for any other related 
cause, provided the ordinary member upon whom such pen- 
alty has been imposed may demand to have the penalty 
revoked or confirmed by secret ballot of the ordinary mem- 
bers. 

Mr. Hugh Horne, the treasurer, presented an interim 
report of the financial disabilities of the association. He 
proposed the yearly membership fee be increased from one 
to two dollars. And—it was seconded and carried. 

Mr. Milton Angus and Mr. Bill Briggs were unanimous- 
ly elected auditors for the ensuing year. 

The president, Mr. Smith, gave an interesting report on 
the industrial surveys made during the summer. These 
surveys were very informative and educational. In fact, 
one of our members enthusiastically contributed the in- 
formation that he had come away “knowing more than 
ever, if possible’. It is hoped that in the future it will be 
possible to emphasize the features of the accounting meth- 
ods peculiar to the individual industry; therein would lie 
the greatest value of these surveys. Mr. Smith expressed 
a hope that similar surveys might be conducted next 
summer. 

The meeting was adjourned, the members scattered, and 
the council breathed freely, gratified that considerable 
business had been settled smoothly and satisfactorily. 


Quebec 

Quebec chartered accountant students have been invited 
to participate in the programme of the annual meeting of 
the Cost Accountants Students’ Society to be held at the 
Windsor Hotel in March. The chartered accountant stud- 
ents have been entrusted with the formation of the cabinet 
for a newly elected socialist party, with the cost accountant 
students acting as His Majesty’s loyal opposition. They 
will attempt to bring down a budget giving effect to the 
socialistic measures promised in their election campaign. 
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Between six and seven hundred people attended the 
lectures on Personal Income Tax, Corporation Income Tax 
and the Excess Profits Tax given by Arthur W. Gilmour, 
B.Com., C.A., in Moyse Hall, McGill University in February. 
These lectures were made possible through the co-operation 
of Mr. A. H. Rowland, Inspector of Income Tax, Montreal, 
who introduced Mr. Gilmour. 


CORRESPONDENCE 


Discussion of Problem Solutions 
Issue of January 1945, Problem II 


Montreal, Quebec, January 20, 1945 
The Editor, 
The Students’ Department. 
Dear Sir: 

I am writing with regard to the solution to problem II in the 
January 1945 issue of THr CANADIAN CHARTERED ACCOUNTANT. 

Aside from the typographical error, “1941 over 1941”, I do not 
agree with the solution in the following particulars: 

First, the solution shows, under current liabilities 1941, provision 
for taxes $1,800. This, in my opinion, should not appear thus because 
this liability was not known to exist at the end of 1941. 

Second, the funds applied section is not shown, leaving the solu- 
tion incomplete. This again may be a printer’s error. 


Yours truly, 
(Signed) H. Gillman. 


St. Johns, Quebec, January 22, 1945 

The Editor, 
The Students’ Department. 
Dear Sir: 

I present my solution to problem II contained in the January 
1945 issue of THr CANADIAN CHARTERED ACCOUNTANT. 

I agree with the solution up to where the decrease in working 
capital is found to be $6,575. But Ido not think part (b) of the problem 
is adequately answered. Here is my solution te part (b). 


Factors decreasing Working Capital 
Dividends paid—preferred 4,500 
2,500 7,000 


Investment in subsidiary 10,000 
Purchase of new machinery 15,000 
Redemption of mortgage 17,000 $49,000 


Factors increasing Working Capital 
Profit for year 9,300 
Provision for depreciation 16,625 25,925 


Net proceeds of damage claim 1,500 
Proceeds of life insurance policy 10,000 
Sale of old machinery 5,000 42,425 


Decrease in Working Capital 
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I hold that this statement clearly indicates the items accounting 
for the change in working capital. 

The solution in the magazine is all right as far as it goes, but it 
leaves out the items accounting for funds expended. Perhaps that is 
an oversight of the printers. 

I would be interested in having your comments on my solution, 
and also in knowing how many letters you received on this point. 


Yours truly, 
(Signed) J. H. Gough. 


[These letters were received in time to be noted in the February 
issue of the magazine but not in time for reproduction in that issue. 
The point raised by Mr. Gillman with respect to the treatment, in the 
Statement of Source and Application of Funds, of the $1,800 provision 
for taxes is an interesting one. We are not satisfied, however, that 
the item should be excluded from the current liabilities in a statement 
prepared at the end of 1942 merely because the existence of the liability 
was not recognized at the end of 1941. It is of course true that if a 
Statement of Funds had been prepared for the year 1941 we should 
have to go back and amend that statement in the light of the informa- 
tion subsequently obtained.—Ep.1 


PROBLEMS AND SOLUTIONS 


THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 

Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views ‘and opinions of those members. They are designed not as 
models for submission to the examiner but rather as such discussion 


and explanation of the problems as will make its study of benefit to 
the student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
FINAL EXAMINATION, DECEMBER 1943 


Accounting IV, Question 3 (15 marks) 


Jackson, Bell & Watson are partners in a business, their respective 
interests in the profits of the business being five-tenths, four-tenths, 
and one-tenth. The partners agree that Jackson’s son be taken into 
the business as of the lst January 1943, and that the interests of the 
partners in the business be adjusted to the following percentages: 


Jackson’s son 

and that such adjusted interests apply to the profits of the four years 
as set out below. It is further agreed that the goodwill valued at 
the average of the past three years’ profits be set up on the books; 
this amount is to be divided between Jackson and Bell in proportion 
to their original interests in the profits. Jackson is to transfer the 
sum of $20,000 to his son’s credit, which will be in addition to the 
sum to be allowed him out of profits of previous years. The profits 
divided during the four years to 3lst December 1942 were as follows: 

$40,000 

50,000 

66,000 

73,000 
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The balances at credit of the capital accounts at 31st December 


1942 were: 
$210,000 


150,000 
40,000 
Required: 

Prepare a detailed statement showing the balances of the various 
partners on ist January 1943, after giving effect to the provisions 
of the new partnership agreement as above set out. Ignore any 
question of interest. 


SOLUTION 
Jackson: 


Balance 31st December, 1942 $210,000 
Add—Share of goodwill—5/9 of $63,000 35,000 $245,000 


Deduct—Adjustment of profit: 
As distributed—5/10 of $229,000 $114,500 
As re-adjusted—40% of 229,000 91,600 22,900 


Transferred to Jackson, Jr. 20,000 42,900 
Net balance, lst January, 1943 $202,100 


Bell: 
Balance 31st December, 1942 $150,000 
Add—Share of goodwill—4/9 of $63,000 28,000 $178,000 


Deduct—Adjustment of profit: 


As distributed—4/10 of $229,000 
As re-adjusted—39% of 229,000 89,310 2,290 


Net balance, 1st January, 1943 $175,710 


Watson: 
Balance 31st December, 1942 $ 40,000 
Add—Adjustment of profit: 

As re-adjusted—12% of $229,000 3 

As distributed—10% of 229,000 22,900 4,580 


Net balance, 1st January, 1943 
Jackson, Jr.: 
Transferred from Jackson, Sr. $ 20,000 
Share of profit, as re-adjusted, 9% of $229,000 20,610 
Net balance, ist January, 1943 


Total net worth of business lst January, 1943 


(The total net worth at 1st January is equal to the sum of the 
capital accounts at 31st December, plus $63,000 goodwill set up.) 
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PROBLEM II 
FINAL EXAMINATION, DECEMBER 1943 


Accounting IV, Question 5 (20 marks) 


The following balance sheet of a manufacturing company, as 
prepared by the company’s accountant, displays merely the assets 
and liabilities as shown by the general ledger at 3lst December 1942, 
the year end inventories of manufactured goods and raw materials 
having been adjusted, and the surplus includes a credit balance of 
$15,000 brought forward Ist January 1942: 


Assets Liabilities 


Alterations account Bank overdraft 
Bank loan 

Cash Bills payable 
Customers’ accounts Bad debts reserve 
Manufactured goods Depreciation building ... 2,500 

inventory “6 furniture .. 400 
Machinery Ec machinery ._ 6,000 
Notes receivable = 1 370 
Organization expense .... 
Office furniture Trade accounts payable.. 22,000 
Raw materials inventory. 12,000 Preferred stock 30,000 
Real estate Common stock 40,000 
Small tools Surplus 36,430 


$178,600 $178,600 


The directors hold a meeting 10th January 1943 and authorize 
the following: 
(1) The reserve for bad debts be increased to 10% of the total 
of the customer’s accounts and notes receivable but excluding 
a note for $2,000 given by one of the shareholders for capital 
stock subscriptions unpaid. 
(2) Depreciation be provided—building 244%, machinery and 
furniture 10%. 
(3) Small tools be shown at an inventory valuation of $1,200. 
(4) That $500 be written off organization expense and one-third 
of alterations account be treated the same way. 
(5) That $10,000 be carried to a reserve account. 
The directors also declare the regular preference dividend of 5% 
and a common dividend of 8%, to be paid 1st February 1943. 


Required: 

With the foregoing information and the record of the year’s 
business given below, prepare a revised balance sheet changing the 
form of the one given as you consider advisable. Also prepare the 
usual supporting statements to show a clear analysis of the surplus 
account. (No provision for income and excess profits taxes is re- 
quired.) 

Inventory 3lst December 1941—raw material $9,000, manufactured 
goods $23,000. 

Sales for year $269,180 
Purchases raw material 
Wages paid (amount to be accrued, $2,500) 
Factory expense (inventory 3lst December 1942, 
$1,500) 
Insurance (of which $330 prepaid) 
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STUDENTS’ DEPARTMENT 















I WIINIIE oS ctadpis was sce tele ee Sold Kee os 750 
Travellers’ salaries and expenses ................ 17,000 
Advertising (reserve $2,000 as unearned) ........ 8,550 
en NU MADINTNN Sirs 6 oe SS ee Sdsicescececas 2,500 
Cn MOONEE POOOIN OE io bi ksi de deen seee dees 1,700 
Interest and bank charges paid .................. 1,800 
Postage, telephone and telegrams ................ 460 
OMI -6.u'g 2s Sav aeks ses Sab aw wae kee sees 2,000 
Office supplies (inventory 3lst December 1942, 

NN ee Sab Gon A Gla ae SW OOS Bias wre Swe Said a obs 940 
SR RMI os a5 6515S Sis 0 6.4:5 a Ge Saas Ie Sass SS 600 
OPEN a lacee so bin, A 9.6444 9 drat ee bRA a pre SOR Te rote Bloc 25,000 
RE UN os 0d iawla pleat aia eiare 4 wie teterm a Shenae eres 720 












$249,450 $270,880 






The mortgage interest at 6% was due and paid 30th Septemb<: 
1942. The bank interest is paid to 3lst December 1942. 


SOLUTION 
Manufacturing Account 
Year ended 3lst December, 1942 








Raw materials 


Inventory ist January, 1942 ................ $ 9,000 
ENE runes oe wan v esicnawewe we ee oes 85,000 


94,000 
Inventory 31st December, 1942 ............... 12,000 

















$ 82,000 





100,500 


Factory expense ........sscseseeeeeeees | $ 5,000 
Less: Inventory 31st December, 1942 .... 1,500 








3,500 










ECE ni terra Ges ee Basaiae ae Sis 800 








I IN 6.6 of sic oN ik eueuwe wee da dawe wore 750 
I MII, ho c.w gis ao 3 w 5: 6-4.610.d:0'900'5 00S ob 006 600 
DOPFOCIAtION—DUNGINE oni. nc ccc cecesecccsaseses 1,250 

IE cid v's svinaienecucee wc sess 3.000 
Building alterations, portion written off .......... 700 
Small tools, amount written off .................. 280 10,880 
Cost of finished goods carried to trading account .......... $193,380 








Trading Account 
Year ended 31st December, 1942 
are aa eek ee Uae re aS Ye Dae, Se aua aes $269,180 


Finished goods ist January, 1942 ................ $ 23,000 
Goods completed during year .................... 193,380 


216,380 
Less: inventory 3lst December, 1942 ............ 20,000 














ce i eee Ce ee Cree eee re 196,380 











Gross profit carried to profit and loss account ..... $ 72,800 
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THE CANADIAN CHARTERED ACCOUNTANT 


Profit and Loss Account 
Year ended 31st December, 1942 


Gross profit $ 72,800 
Cash discounts received 1,700 


74,500 
Travellers’ salaries and expenses 
Advertising 
Cash discounts allowed 
Interest and bank charges 
Postage, telephone and telegrams 
General expense 
Office supplies 
Salaries 
Directors’ fees 
Depreciation of furniture 
Estimated loss by bad debts 2,150 59,345 


Net profit for the year $ 15,155 


Surplus Account 
Year ended 31st December, 1942 


Balance, 1st January, 1942 $ 15,000 
Net profit for the year 15,155 


30,155 
Organization expense, portion written off 
Transferred to reserve account 
5% Dividend on preferred stock 
8% Dividend on common stock 15,200 


Surplus 31st December, 1942 $ 14,955 


BALANCE SHEET 
As at 31st December, 1942 
Assets 
Cash on hand 
Accounts receivable 
Notes receivable 


Less: Reserve for bad debts 41,850 


Shareholders’ note receivable 2,000 
Inventories: 

Finished goods 

Raw materials 32,000 


Prepaid expenses: 
Advertising 
Insurance 
Factory expense 
Office supplies 
Small tools 


$ 81,330 








STUDENTS’ DEPARTMENT 





SN 2a io'G 5 oaths See is bSIRn a4 bs hae 50,000 
Less: Reserve for depreciation ....... 3,750 
46,250 
ME RE 5.6 oe oe Sas deren s Hoses 10,000 56,250 
DR 055 how a 550640 548s ee 50805 30,000 
Less: Reserve for depreciation ....... 9,000 21,000 
EN CE 86 OO as 5 a See eee 2,000 
Less: Reserve for depreciation ....... 600 1,400 
SBS ee a en ee 78,650 
Deferred charges 
PATS ITOTORIODR oi 5. ons ois aes ccc esc ees 1,400 
OP MNUA EOE). WRDONEG oie 66-5650 S006 a bb-aaeuneene ss 1,400 2,800 
$162,780 
Liabilities 
BUR IPE © 555.55. bees cbc Wee's $ 400 
BN SaaS niko inca ing ce haloes angie 15,000 $ 15,400 
Wages accrued ........ Viekoeesdaceshs 2,500 
I ENED oo 55.55 005s dee sews 22,000 
Dividend payable 10th February, 1943 .. 4,700 
SPE IEE sca cs cu leccest ys cote eee 8,000 
Interest accrued on mortgage .......... 225 37,425 
Current TiARITIOS 2. «62.6.6 iccc ccs $ 52,825 
DROTINO WOUND oo onic ssics secs scveres 15,000 
Capital and surplus: 
Uy ek ne ero eee 30,000 
NE ENE i065) Sic oS 0G '4,5 bs ioe a ema ee Ste ar 40,000 
NN Sa cra aw 6 as's, accvavaceiee le Se ak woe 14,955 
CETUS TOO 6a Seba wh ae vole b Seow 6 WA be Ke 10,000 94,955 
$162,780 


BOOK REVIEWS 


How to Prepare Your Income Tax. By Lancelot J. 
Smith, C.A. 80 pages and index. Published by Wm. 
Collins Sons & Co. Canada Ltd., 70 Bond St., Toronto, Ont. 
50 cents per copy. This 1945 edition is, like its pre- 
decessors, built around the income tax forms which the 
individual is required to complete. All information per- 
taining to each class of income and each tax deduction is 
segregated under subject headings in the order in which 
the items appear in the income tax return. The book deals 
with personal corporations, excess profits tax on unincor- 
porated businesses and other special problems of individual 
taxpayers, but does not take in corporations. 
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AUDITING PRACTICE WANTED 


Chartered Accountant, with facilities for handling 
a larger practice, desires to purchase an established 
auditing business in Toronto or district. Reply to 
Advertiser “March”, c/o THE CANADIAN CHARTERED 
Accountant, 10 Adelaide Street East, Toronto 1, 
Ontario. 


DOMINION TAX PAYMENT SCHEDULE 


A limited supply of extra copies of the Dominion 
Tax Payment Schedule, 1945, which is included as an 
insert in THe CANADIAN CHARTERED ACCOUNTANT, 
February 1945, is available at $1 per hundred, postpaid 
(minimum order 100). 


The Dominion Association of Chartered Accountants 
10 Adelaide Street East 
Toronto 1 Ontario 


BINDERS FOR TAX INFORMATION AND 
ACCOUNTING TERMINOLOGY 


The following is a list of Binders suitable for use in filing the 
Bulletins issued from time to time by the Dominion Association of 
Chartered Accountants. 


Full Slate Blue Canvas, Stiff Cover 
Black Imitation Leather, Stiff Cover .... 
Full Canvas, Stiff Board Cover 
Full Black Stirluck, Stiff Cover 
Black Levant Grain Flexible Cover 
Full Leather, Flexible Cover 

(Postage Prepaid) 


Lettering Individual Names on Covers, 50 cents extra for each 
three words. 


Order From and Send Money Order, or Cheque including exchange, 
to 


Mundy-Goodfellow Printing Co., Ltd. 
100 ADELAIDE ST. W., TORONTO 





